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OUR EXPERIMENTS IN PLANNING 
GEORGE E. PUTNAM" 
I 
“Tacs who turned the pages of the popular magazines two 


decades ago will recall the startling explanations that were 
given by certain motorcar manufacturers for the decline in 
automobile prices. The story was told again and again in full-page 
magazine and newspaper advertisements—how mass production 
and careful planning had brought the motorcar within the reach 
of the buyer of small means. It was a simple but impressive story. 
At the beginning of the producing season, the manufacturer had 
asked his plant managers how much it would cost to produce a car 
if the total output were a thousand cars; how much, if the output 
were fifty or one hundred thousand cars; and how much, if they 
turned out half a million. At the same time he had asked his sales 
experts how many cars could be sold at $1,500 each, how many at 
$1,000 each, and how many at $750. Having these estimates be- 
fore him, he could see almost at a glance how many cars he should 
produce in order to establish the proper balance between supply 
and demand. The more he produced, the lower the cost, the lower 
* Professor of economics at the University of Kansas, 1911-16; professor of 
economics, Washington University, St. Louis, 1917-20; since that time an industrial 
economist with headquarters in Chicago. 
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the price to consumers, and the greater his sales. The conclusion 
to be drawn was that automobile prices were low because careful 
planning under mass production and mass sales had made them 
so. 

The prospective car owner was not the only one to be impressed 
with this new magic. The business man who had spent his life 
following the beaten path also began to rub his eyes and to con- 
sider the possibility of applying the same magic to his own opera- 
tions. The new thought traveled swiftly. New books made their 
appearance in rapid succession telling the business man how to 
plan this and that, how to select and manage his personnel, and 
how to regulate his expenditures. Within an extraordinarily short 
time, production plans, sales plans, and expense budgets had 
become the order of the day. Everywhere one heard of plans and 
planning. The business man of the twenties who made no pretense 
of planning his operations and budgeting his expenses a year 
ahead—although in many instances production and sales could 
not be intelligently planned and expenses could not be intelli- 
gently budgeted—was considered hopelessly out of date and well 
on the road to bankruptcy. 

In the late twenties, when the vogue of formal business plan- 
ning in this country was at its height, the attention of the whole 
world and of the American business man in particular was caught 
by the announcement of the Russian Five-Year Plan. Here was 
something momentous, something suggestive, something new to 
think about. After all, it was not a far cry from decentralized 
planning by thousands of individual firms to planning on a na- 
tional scale. While business recognized that under the Five-Year 
Plan it was the state as sole capitalist and property owner that set 
goals for the quantity of agricultural and industrial goods to be 
produced, the quantity to be exported and imported, the number 
of houses, office buildings, and factories to be constructed, the 
amount of money to be expended and collected, it seemed reason- 
able to ask, “‘Why should not private business extend its planning 
activities within the framework of the American system and 
accomplish under private ownership all that Russia might hope 
to accomplish under state capitalism?” 
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As industry and agriculture moved into the depression period, 
public sentiment began to crystallize in favor of organized plan- 
ning on a national scale. The prices of commodities were declin- 
ing, men were being thrown out of work through no fault of their 
own and were becoming public charges, and profits were disap- 
pearing. The plans of individual business firms had gone com- 
pletely awry. The magic was no longer there. Again and again it 
was suggested that lack of business leadership was to blame and 
that individual planning had led only to overproduction, cut- 
throat competition, and hence to the great decline in prices. 

The challenge did not go unaccepted. It was proposed by more 
than one prominent leader during 1931 that the business units in 
each industry should organize a trade association composed of 
employers, employees, and government representatives. An as- 
sociation so organized would become a planning agency. It 
would formulate plans governing the total production and sales of 
the industry it represented and employment conditions as well. 
These plans would be subject to the approval of, say, the United 
States Department of Commerce. 

A great variety of national plans was offered and discussed. 
Without a master-plan there appeared to be no way of bringing 
about a proper balance between production and consumption as 
a means of checking the fall in prices. If Russia under collectivism 
could prevent depressions, surely we could muster enough intel- 
ligence under enlightened individualism to cure them. 

The new thought was translated into action in 1933 when we 
set up a master-plan under the National Industrial Recovery Act. 
At first, business leaders were enthusiastic about this innovation; 
after living with it for a few months, their enthusiasm began to 
wane; and long before the act was declared unconstitutional, their 
thirst for national planning had been quenched. Except for those 
who found in the codes a convenient device for veiling unlawful 
co-operation with competitors, business men emerged from their 
experiences under planned economy sad and disillusioned. Some- 
how, the plan to plan on a national scale was inconsistent with in- 
dividual freedom, the institution of private ownership, and all the 
traditions of American business. 
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Today the individual business firm is again trying to chart the 
route it will travel—as it always has, in fact—but with the realiza- 
tion that a formal plan is not a magic carpet. The orgy of formal 
planning has run its course. As for national planning—that is 
anathema to the vast majority of business leaders, a proved deter- 
rent to progress. It is recognized nonetheless that state planning 
still has a strong coterie of supporters and that new ventures in 
planned economy are probably on the way. The problem of the 
trade cycle is unsolved, and a solution is pressing. What method 
of attack remains, except the method of state planning, if a repeti- 
tion of the catastrophic dislocations which shook the economic 
structure during the last long depression is to be avoided in the 
years to come? 

II 


It is possible that business would look more complacently upon 
the prospect of national planning if proper recognition were given 
to the fact that we have always had national planning of a sort. 
Practically every major piece of legislation enacted by Congress 
during the course of our national history has been based upon a 
plan. Almost the whole field of human endeavor has been covered. 
There have been plans to raise revenue, plans to raise wages, plans 
to enable the homeless to become property owners, plans to 
finance or stimulate trade and industry, plans to prevent financial 
crises, plans to increase the national wealth, plans to protect the 
consumer. Some of these plans were well conceived and contrib- 
uted materially to the growth of the nation. Others were based 
upon unsound theories and accomplished more harm than good. 
Most of them were modified from time to time as new conditions 
arose or as new mandates were given by the electorate. 

One of the outstanding examples of national planning is to be 
found in our land-settlement policy. Shortly after the close of the 
Revolution the several states ceded the greater portion of their 
unsold lands to the federal government, which then began to de- 
vise plans for their sale and settlement. At first, the policy was 
actuated by financial considerations. To the west lay a boundless 
strip of unoccupied territory which was regarded as an asset to be 
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cashed at once for the payment of government expenses and for 
extinguishment of the national debt. Accordingly, land was sold 
in large tracts at comparatively low prices per acre. 

It was not long before this plan, fathered by Alexander Hamil- 
ton, gave way to one which regarded the settlement of the western 
territory as a factor in national development. From 1801 to 1841 
there was developed in sixteen special acts the pre-emption system 
which gave preference to actual settlers in the sale of land. Under 
this system a settler was allowed to enter upon government land 
before it had been offered at public sale. After he had lived on a 
tract for a limited period and had improved and cultivated a por- 
tion of his holdings, he could acquire title to the land on payment 
of $1.25 per acre. 

The climax of the policy of favoring the actual settler was 
reached with the passage of the Homestead Act in 1862. This 
law was the result of ten years of agitation for free land. In 1852 
the Free-Soil Democrats, assembled in national convention, had 
resolved that “the public lands of the United States belong to the 
people, and should not be sold to individuals, nor granted to 
corporations, but should be held as a sacred trust for the benefit 
of the people, and should be granted in limited quantities, free of 
cost, to landless settlers.” 

For a nominal fee the Homestead Act and its amendments gave 
to a settler, a citizen, or one about to become a citizen of the 
United States the right to occupy 160 acres of public land and, 
after five years’ occupancy, to receive title to the land free of cost. 

The effect of our land-settlement plan—or plans—was far- 
reaching. Among other things it was instrumental in producing a 
type of American farmer totally different in mode of living and 
economic status from the agricultural workers of Europe. His life 
was that of a pioneer, spent in comparative isolation. He seldom 
saw his neighbors, if he had any, but strangers were always wel- 
come. In his reckoning of character, present worth counted for 
most, antecedents for least. With his Bible and his ax he was 
well-nigh self-sufficient. He paid no rent to an absentee land- 
lord, nor did he look to charity when overtaken by misfortune. 
He was essentially a home builder and a homeowner, a farmer 
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rather than a peasant, who enjoyed the full product of his own 
labor. “Such men,” wrote Jefferson, “are the true representatives 
of the great American interest, and are alone to be relied on for 
expressing the proper American sentiments.”’ 

No less marked in significance was the effect which the plan had 
upon the welfare of the laboring classes. On the farm the labor 
problem was acute. Few there were who cared to work as farm 
laborers when it was possible for one to become one’s own master 
on one’s own land. The frontier also offered a life of independence 
to those who found the conditions of employment in the factory 
unpromising or intolerable. Laborers always had an alternative of 
economic independence by virtue of which employers were con- 
strained to recognize efficiency as it appeared and to grant an 
early preferment to those worthy of further employment. Con- 
scious of their ability to rise, however humble in origin, workers 
had ambition and incentive which, in turn, reacted favorably 
upon their productive powers and the scale of labor remuneration. 

The one great weakness in our plan was that it made for fright- 
ful waste in the soil resources of the nation. If the farmer realized 
a surplus from his farming operations, it was more profitable to 
invest his funds in additional land and await the natural increase 
in value than to attempt to increase the productivity of the land 
he already possessed. Or, if he had gotten all from the land that 
its fertility would yield, he might abandon his exhausted farm and 
migrate to newer and fresher territory. Thus a premium was 
placed on waste and soil depletion. The course most profitable to 
the farmer was the one most wasteful to society. 

But, whatever may be said as to the merits or demerits of the 
plan, it gave a great impetus to agricultural settlement and ac- 
complished its main objective. Incidentally, it instilled into our 
forebears a passion for freedom, equality, and independence and 
predetermined many of our fundamental institutions. If these re- 
sults were worth the cost, the land-settlement plan must be 
regarded as having been a success—a success growing out of the 
simplicity of the task of giving where there was an abundance to 
be disposed of. 
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III 


Another illustration of state planning may properly be drawn 
from our tariff experience. Here we have planned almost inces- 
santly. The imposition of special taxes on imported products— 
all as part of a tariff plan—has been a favorite pastime of the na- 
tion for nearly a century and a half, and we are still at it. 

Like the plan for attracting settlers to the public domain, the 
tariff plan has assumed different shapes and patterns through the 
years. But, instead of evolving like its contemporary into a set- 
tled form, it has traveled in circles. At one moment it might take 
the form of a plan for revenue only; at another moment, and 
usually on short notice, it would be reshaped for protective pur- 
poses. During most of our history, however, the protective mo- 
tive has predominated. 

It is noteworthy also that, even when our peripatetic tariff 
planning was prompted by considerations that were obviously 
protective, it had no singleness of purpose—beyond the desire to 
exclude vast quantities of foreign products. The specific objec- 
tives have varied widely from time to time and at a particular 
moment from one segment of the planning group to another. One 
group of planners might see in high-tariff policy a means whereby 
young industries could be fostered or protected temporarily— 
during their most vulnerable period—from the competition of 
foreign products. Simultaneously, or subsequently, another seg- 
ment or another group might have in mind the objective of mak- 
ing the nation less dependent upon foreign manufacturers so that 
in time of war it could be sufficient unto itself. Still others have 
looked to tariff protection as a device to prevent “dumping,”’ to 
preserve the home market for American producers, to keep the 
money of the nation from going abroad, to make wages high, to 
preserve the standard of living, or to make us a wealthy people. 

Paradoxical as it may seem, the tariff was one of the most 
questionable devices that could have been used to realize these 
objectives. It is an elementary fact that, instead of promoting 
trade, tariffs restrict trade and exact an invisible penalty from the 
whole body of producers and consumers. Under our system of spe- 
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cialized production, wherein one group produces only wheat and 
another group produces only shoes, there must be an interchange 
of products if the wheat grower is to have shoes and the shoe- 
maker is to have wheat. Similarly, every group of specialists must 
exchange its products for the products of countless other groups 
if each is to have the benefit of the specialized knowledge and skill 
of other producers. The exchange of goods for goods—facilitated 
with the aid of money and markets—is so important a part of our 
complex system of getting a living that, when the exchange proc- 
ess is denied by means of tariff barriers or interfered with in any 
manner, production must be curtailed for want of outlets. There 
is then less to eat, less to wear, less to live in, and fewer comforts 
to be enjoyed than would otherwise be the case. These costly re- 
sults of tariff policy might be acceptable if it seemed necessary to 
endure them in a moderate way for the sake of having adequate 
supplies in time of war. But such considerations have not been a 
serious part of our tariff planning during the last century. 

So long as we remained a debtor nation, the consequences of our 
tariff planning were not disastrous. We were immensely rich in 
natural resources. We were able to make progress in both our 
domestic and our foreign trade in spite of tariff barriers. By 1920, 
however, our position had materially changed. During the war 
we had made enormous loans to the Allies so that they could pur- 
chase food and war materials of our own production. Not only 
had we been able to pay off our foreign debt out of the proceeds of 
the sales of exported products, but we had acquired billions of 
dollars worth of foreign bonds on which we expected to receive 
interest. Fearing that we should have to take goods of foreign 
manufacture in payment of the enormous obligations due us, we 
deliberately resorted to new tariff planning to keep the goods from 
coming in. We had become a great creditor nation, but we were 
still possessed by a debtor complex and proceeded to act ac- 
cordingly. 

No sooner had we put through the Emergency Tariff Act of 
1921 and the Fordney-McCumber Tariff Act of 1922 than the 
trouble began. Unable to send their products through or over our 
tariff walls in order to meet the interest payments on their war 











OUR EXPERIMENTS IN PLANNING 213 


loans, foreign debtors had no alternative but to send us gold, a 
duty-free commodity. A veritable flood of gold began to come to 
us, and this flood continued from year to year with only temporary 
interruptions. During the ten years ending in 1930—the year in 
which we added fuel to the fire by again setting up record-break- 
ing tariff barriers—we received more than two billion dollars in 
gold and became the possessors of 40 per cent of the world’s total 
gold monetary stock of $11,500,000,000. 

The transfer of so vast a quantity of gold, which we did not 
need, from countries where it was sorely needed for trade pur- 
poses, upset the economy of the whole world. On our side of the 
picture the new accretions of gold tremendously increased the 
supply of credit—in spite of efforts of the Federal Reserve Board 
to keep the new gold from getting into the credit base—and we 
proceeded to use it in various ways. Strange as it may seem, our 
investors made vast loans at high interest rates to European na- 
tions for rehabilitation purposes and to other foreign nations and 
their industries, notwithstanding the fact that our tariff plan 
denied to foreign debtors the ordinary means of making interest 
or principal payments. With the dollar proceeds of these loans 
foreigners bought our products, and our export industries flour- 
ished. 

The process of taking promissory notes for the goods we ex- 
ported and more promissory notes—and gold—for the interest 
and principal payments due us went merrily on until the autumn 
of 1930, when the credit of most foreign debtors became so im- 
paired that they could no longer borrow in the American market 
either to buy our products or to meet their interest charges. From 
then on default followed default in rapid succession both on war 
loans and on private loans. American investors suffered frightful 
losses on their holdings of foreign bonds, and American industry, 
which over the fifteen-year period of our foreign lending had been 
working near export capacity, suddenly found itself without 
foreign outlet—and without the need for so large a labor force. 

On the European side, our goods-exclusion policy in the face of 
our creditorship position created terrific tension. It was as if a 
powerful combatant, face to face with a weak adversary, was 
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pulling on the latter’s head with one arm and pushing against his 
abdomen with the other. Something was bound to give way. 

In an effort to hold their own as long as possible, European 
debtor nations at first resorted to the expedient of erecting tariff 
barriers. If in this manner they could restrict the buying of prod- 
ucts on the outside, they might hope to conserve their gold and 
relieve the pressure on their currencies. In the end, however, the 
pressure proved too strong. Already weakened by the loss of 
gold, they could not permanently stem the tide with tariffs. Their 
currencies continued to decline and finally went off gold. 

It would be inaccurate to conclude that we alone were respon- 
sible for the tariff-making mania which possessed the world 
during the post-war period or for the depreciation in world- 
currencies. There were reparations and other factors not of our 
own making which also contributed to the debacle. But it is clear 
that the policy we persisted in following would have accomplished 
the same end unassisted. A powerful creditor nation cannot refuse 
to take its payments in goods without putting the backs of debtor 
nations against tariff walls for currency-protection purposes; with- 
out eventually forcing those currencies off gold; and without 
losing a large part of its own creditorship position in the process. 

Finally, the goods-exclusion plan we initiated and unwittingly 
forced others to follow was primarily responsible for the great 
decline in world-prices after 1929 and the aggravated character 
of the world-depression. Everywhere tariffs, quotas, and prohibi- 
tions blocked the normal trade channels in which goods had been 
flowing, and the world was brought face to face with a surplus 
problem. In some countries, including our own, the greatest “sur- 
plus,” so called, consisted of agricultural products. In others the 
surplus took the form of manufactured products. The fact was 
not appreciated that these surpluses of agricultural and manu- 
factured products had come into existence because of the shortage 
of market outlets. Goods could not move abroad to markets that 
had been closed. They had to remain in the country of origin and 
somehow or other find their way into domestic consumption at a 
time when unemployment was general and poverty stalked in the 
midst of plenty. In these circumstances home markets could be 
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cleared and consumption could be induced only if the redundant 
supplies were offered at lower and lower prices. 

It matters not whether we say that the downward trend of 
world-prices after 1929 was caused by the continued production of 
goods for which there were no longer foreign outlets or by our 
policy of absorbing a large proportion of the world’s gold and 
creating a gold shortage. These explanations, though differing 
slightly in their approach, are really one and the same thing. The 
simple fact is that our unsound tariff plan was the most important 
cause of the unprecedented dislocation in world-markets and in 
the world’s monetary gold, and these conditions, in turn, set into 
operation the forces that led to a corresponding dislocation in 
agriculture, industry, and the world’s level of prices. 


IV 


In between our land-settlement and tariff plans there have 
been plans of varying quality—some good and some bad. Few of 
these were as good as the former, and few were as bad as the 
latter. In this zone would come the railroad-control plan of 1887 
which, without intending to do so, put an end to railroad building. 
Here also would be grouped our antitrust plan of 1890, the pur- 
pose of which was to protect the consumer by making it an 
indictable offense for competitors to enter into agreements with 
one another as to prices, allocation of markets, etc. Under this 
plan A and B as competitors dared not enter into any agreement 
that might restrain trade; but, if they merged their businesses into 
one, they could agree with each other as much as they pleased. 
Instead of maintaining business on a free competitive basis, as 
intended, our antitrust plan forced competitors to combine to 
protect their legal status. Today no business man knows or can 
ascertain the meaning of “restraint of trade.” 

But, however good or bad our planning activities over the long 
past may have been, they are not to be compared in magnitude or 
importance with the planning efforts we are now making. Since 
1932 we have come into the greatest national planning era of our 
history. Within the space of four years we have set up a new and 
commendable tariff-reform plan, a plan to deal with the surplus 
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problem in agriculture, a plan to prevent cutthroat competition in 
industry, to raise wages, to increase employment, and to hasten 
industrial recovery. Still other ventures may be seen in the work- 
relief plan, the plan to care for the unemployed, the plan to spend 
our way back to prosperity, the social-security plan, the stable- 
money plan, and a host of others. 

All these plans except the tariff-reform plan were formulated to 
deal with the effects of the depression which, because of the bad 
tariff planning of the past, had descended in an aggravated form. 
We could not remedy such disorders as low prices, low farm in- 
comes, and widespread unemployment by removing the cause. 
Both agriculture and industry had become dependent upon the 
protection afforded by high import duties in the post-war years. 
Razing the tariff wall by one stroke would not only have aroused 
the indignation of the electorate but it would have started a new 
series of painful dislocations. We therefore dealt with the tariff 
problem cautiously—we planned to bring about tariff reductions 
slowly through reciprocal trade arrangements. Having done all 
that we could safely do to remove the cause of our ailment, we 
proceeded boldly to formulate a multitude of plans calculated to 
remove the symptoms. 

Of this family of new plans, the stable-money plan promises to 
become the most important and the most interesting member to 
watch. The objective we are seeking was stated by President 
Roosevelt in his radio address of October 22, 1933, in which he 
said: ‘‘When we have restored the price level, we shall seek to 
establish and maintain a dollar which will not change its pur- 
chasing and debt-paying power during the succeeding genera- 
tion.” This was taken to mean at the time that prices were to be 
restored to the level existing in 1926 and held there. 

Agitation fora plan of this kind came into prominence during the 
early years of the depression, when farmers were suffering from low 
agricultural prices and were complaining of the agricultural surplus. 
And they had just cause for complaint. Those who had mortgaged 
their farms in 1926, when commodity prices were high, could not 
meet the principal and interest charges on their mortgage loans 
out of the proceeds of low-priced products. It is a familiar fact 
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that the debtor classes invariably lose to the holders of fixed- 
interest-bearing obligations when the price level is falling, just as 
corporation bondholders lose to the shareholders when the price 
level is rising. If the upward and downward trends in commodity 
prices could be eliminated, injustices of this kind would become a 
thing of the past. For that matter, all business would go forward 
on a more even keel. There would be no business booms to speak 
of and no severe depressions. And, if we had no depressions, there 
would be no periods of widespread unemployment. 

Our new monetary plan is by all odds the most ambitious 
project we have yet devised. Side by side with it, all other plans 
fade into insignificance. If we could somehow hold prices at, say, 
the 1926 level, we should solve at one stroke a whole host of other 
pressing problems. But is it conceivable that we can plan our 
affairs wisely enough to maintain stability in the purchasing and 
debt-paying power of the dollar? 

The first thing we did under this plan was to withdraw all gold 
from circulation so that no one could convert paper money into 
gold or use gold in domestic transactions. That put us off the 
gold standard. Then we began to buy gold in the world-market 
at prices fixed by the Secretary of the Treasury—on the theory 
that, by bidding up the world-price of gold and making the price 
effective, commodity prices would respond. This part of the plan 
did not meet with much success because, it was contended, we had 
not made the price of gold high enough. We therefore raised the 
mint price of gold from $20.67 an ounce to $35.00 and devalued 
our dollar on that basis; that is, we reduced the gold content of 
the dollar by 41 per cent. The prices of certain products—chiefly 
those for which there was an export demand—responded to some 
extent, but the immediate effect on the price level as a whole was 
disappointing to those who had urged the devaluation policy. 

The act of devaluation brought into operation a new set of 
forces and gave rise to new problems. Those who had previously 
converted their money into gold and sent gold abroad because of 
the fear that the dollar would be devalued, now found that for 
every $100 of gold they had exported they could bring back $169. 
So, money that had been expatriated began to return. Funds also 
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came from foreigners who found that they could pay off dollar 
obligations at a discount of 41 per cent in their own money; from 
other foreigners who were fearful of the stability of home cur- 
rencies; and from still others who were impressed by the prospects 
of profitable investment in our industries so long as the price of 
gold was high and the level of commodity prices was low. The 
movement of funds in our direction was so heavy that we were 
obliged to accept them in the form of gold. During the three years 
following the devaluation of the dollar in January, 1934, our net 
gold imports amounted to $4,000,000,000, and we became the 
possessors of a stock of gold amounting to nearly $11,500,000,000, 
or 51 per cent of the world’s known monetary gold. 

The importation of so vast a quantity of gold gave rise to great 
anxiety. Although the new gold found lodgment in the United 
States Treasury, beyond the reach of the bankers, it created in its 
wake a redundancy of bank funds which seemed menacing. These 
surplus funds, almost equal in the aggregate to the amount of gold 
imported, were capable of serving as a base for tremendous credit 
expansion—in the ratio of about ten dollars of new bank credit 
for every dollar of idle funds. Rather than run the risk of a credit 
expansion that would “blow the roof off,’’ the Federal Reserve 
authorities issued a series of orders, beginning in 1936, requiring 
member-banks to carry larger balances at the Federal Reserve 
banks. Asa result of these orders—no more of which can be issued 
under present banking laws—a total of about $3,000,000,000 of 
surplus bank funds will have been impounded by May 1 of this 
year and rendered incapable of becoming a base for credit expan- 
sion until the Reserve authorities so decree. Believing that ‘an 
ounce of prevention is worth a pound of cure,” the United States 
Treasury recently put into operation another control plan where- 
by gold imported in 1937 and thereafter will be “‘sterilized”’ before 
it has had an opportunity to create new funds in the banking 
system. 

Having nullified the sinister purpose of most of the gold im- 
ported thus far and having devised means of “sterilizing’’ future 
gold imports, we seem to have won out in our first skirmish. But 
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the real test of our managerial skill is yet to come. The fact must 
not be overlooked that, by raising the price of gold to $35 an 
ounce, we have given a real fillip to gold mining. Refuse ores that 
were valueless when the price of gold was $20.67 can now be re- 
worked and made to give up their particles of gold at a profit. 
High-cost mines that were formerly abandoned can now be re- 
opened. The owners of low-cost mines have every inducement to 
increase their output, and a harvest awaits the prospector who 
can discover new sources of supply. The surest way to increase 
the quantity of any product is to bid up the price. 

The record of gold production in recent years tells the story. 
The world’s output of gold in 1932 was 24,300,000 fine ounces; in 
1933 it was 25,500,000 ounces; in 1934, 27,630,000 ounces; and in 
1935, 31,000,000 ounces. Preliminary estimates place the world’s 
output in 1936 at about 35,250,000 ounces. 

These are extraordinary figures. The world is adding to its 
known gold monetary stock of $23,600,000,000 at the rate of 
$1,250,000,000 a year, with still greater additions in prospect.’ 
The volume of production and the yearly increase in output are 
without precedent. If we could be assured that a large part of the 
current gold output would be taken by India or would be con- 
sumed in the arts as in the days of old, there would be less reason 
for concern. Unfortunately, the price is too high to encourage or 
permit the consumption of gold on any scale. Most of the new 
gold will find its way into bank or government vaults where it will 
be used for reserve purposes. And we shall probably receive the 
bulk of it, for the obvious reason that we stand ready to pay the 
highest price—a price that is definitely fixed. 

In these circumstances the possibility of stabilizing for all time 
the level of prices at some arbitrary point is unthinkable. At the 
rate gold production is increasing, it can be only a question of time 
until we are inundated with the metal. Our present controls can- 
not stand up indefinitely. A few more billions of dollars of gold 


2 Figures on gold production and known gold monetary stock are taken from the 
annual report of the Bank for International Settlement, Federal Reserve Bulletin, 


June, 1937, P. 553- 
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imports would create a situation where the credit base would be 
enlarged automatically, and we should have our credit expansion 
whether we liked it or not. 

We should be on firmer but still doubtful ground in our mone- 
tary and credit planning if we confined our efforts to the task of 
smoothing out the alternate ups and downs of the trade cycle. 
This by itself would be a sufficiently experimental and hazardous 
undertaking. It would require the planners to form judgments 
not only as to what was just around the corner but also as to how 
soon the invisible force or object would make its appearance, and 
then what it would be likely to do. And, inasmuch as credit is 
only one of several factors affecting the trade cycle, extraordinary 
judgment would be needed to know when to apply the brakes, 
how much to apply them, and when to release them. Mistaken 
judgment on the part of the planners could be very costly as it 
was in the late twenties, when the Federal Reserve Board at- 
tempted to apply a credit solution to the trade problem created by 
our tariff. The consequences were so disastrous that it is still a 
moot question whether the depressions of the future under the 
regime of credit planning will be more severe or less severe than 
the depressions of old, when nature was allowed to take its course. 


V 


By the very nature of things, a democratic state is a poor 
planner. Its plans are likely to be bad compromises, footballs of 
politics, or the work of well-organized self-seeking minorities. To 
win popular acceptance, they must deal with affairs of the 
moment in a positive way, not with long-time considerations or 
fundamental cause-and-effect relations; they must carry a strong 
appeal to the average man, sometimes an appeal to his prejudices. 
The extent to which a plan appeals is regarded as the first test of 
its quality. 

Once a plan has been accepted by the voters, and the immediate 
results of its operation have been found to be satisfactory, it may 
grow into a fetish, notwithstanding the fact that in a changing 
world the best-laid plans of governments or men eventually be- 
come obsolete, innocuous, or positively harmful. It is not the way 
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of the state promptly to recognize defects of this kind in the plans 
of its planners, to admit failure, or to surrender responsibilities 
which have been delegated to it. Even a new set of planners at the 
helm will usually have respect for the mores of a people. They will 
patch up an obsolete plan or they will retain a bad one rather than 
disturb some vested interest and create dislocation. Out of defer- 
ence to the mores they may have no other practical alternative. 
Somehow or other the state goes on whether its plans are good or 
bad. It is not, like business, the servant of a profit-and-loss ac- 
count. 

The record of our planning runs true to normal expectancy. It 
is not a cheerful record, either in terms of past performance or in 
the light of probable future accomplishments. Fortunately, we 
are still a rich country. We can survive the hard knocks of our 
experience to date, but we can hardly afford to multiply those 
knocks ad infinitum. Will we recognize the dangers that are in- 
herent in the planning pabulum—notably the danger that one 
bad state plan may call forth a whole radiation of new plans for 
removing the symptoms of disorder—and watch our step? Or 
will we go on making genuflections to “planned economy” in the 


years to come and lay the groundwork for bigger and better emer- 
gencies? The latter course is clearly incompatible with the main- 
tenance of free institutions by a free people. It is a course that 
others have followed in the aftermath of war under the pressure 
of a submerged standard of living only to find that it led straight 
in the direction of the totalitarian state. 





ORGANIZATION TREND 


HARRY A. WHEELER’ 


IHE subject for discussion is the organization of voluntary 
associations in this country, the stage of development 
these have now reached, the functions they perform, and 
what appears to be their next step, if our organized interests are to 
exert any influence beyond provoking discussion, confirming be- 
liefs, and supporting policies within each of the innumerable 
special groups that cover every phase of our national activities. 
Probably nowhere in the world will we find a people so given to 
the organization of their every interest as here in these United 
States. This tendency possesses elements of potential strength 
and potential weakness; strength in the unity it encourages among 
those having like beliefs and interests, but weakness in that it may 
magnify the importance of the local or singular aspect of the prob- 
lems with which each organization deals, to the exclusion of those 
interassociation relationships toward common problems that must 
now be recognized if the largest public interest is to be served. 
The birth, growth, and death of our organizational activities 
seem to proceed in much the same manner as the development of 
natural life. The idea, or seed, the fertile soil, the growth under 
encouragement, and the percentage of mortality are all part of an 
evolutionary development. In this evolutionary process practical- 
ly all our present organized interests, no matter how local their 
beginnings, find themselves related to, if not actually federated 
with, some movement of national scope or proportions. Such an 
extension of relationships is easy, natural, and inevitable, for in 
this day no question remains wholly local and organizations are 
led to affiliate and combine with others of the same character and 
purpose as their widening experience brings clearly to them the 
advantages of united action. 
Now there are in this country very many organizations that 


* Mr. Wheeler is president of the Railway Business Association, Chicago. 
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function nationally. Their main purposes differ widely, and yet 
at certain points they clearly cross one another’s paths and be- 
come aware that their accomplishment of some desired program is 
impeded, if not sometimes wholly defeated, by the fact that each 
national group is working on its own main issue and cannot easily 
open its mind to anything not of its own origination. 

If we admit the truth of this—and from our observation and 
experience we must—it would seem to prove that there is another 
step not yet taken in the evolutionary development of our organ- 
izational life that must presently be taken if we would gain the 
full influence and effect of our elaborate scheme of organization. 

Perhaps we may get a little clearer conception of these cross- 
paths if we can classify each of our organizations as a part of some 
fundamental national interest. There appear to be only three such 
interests, namely, the political, the social, and the economic, and 
all of the organized groups with which we are familiar fall into one 
or another of these. 

Surely it does not take much imagination to see how the 
activities of these fundamental interests and their constituent 
parts become related to one another in making effective some of 
their cherished plans. Further understanding may come from a 
subdivision of these three fundamental interests into their natural 
component parts. 

The political interest is constituted differently from the other 
fundamental interests we are considering, having a delegated 
authority of its own to which we have all assented. In fact, broad- 
ly, it is the body politic. It must, however, include political 
parties and that machinery of government—federal, state, and 
local—which, through the will of the majority, these parties 
control. 

The second fundamental interest is the social. It is clearly com- 
posed of such groups as religion, education, and social service. 
Education must be regarded as the child of religion, and social 
service is definitely the child of these two. They constitute a trin- 
ity responsible for the moral and cultural life of the nation. 

The third national interest is the economic. Its component 
parts are agriculture, labor, and that varied group which we com- 
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monly call “American business,” made up of banking and finance, 
production of raw and of manufactured materials, transportation 
and communication, the professions, and distribution in all its 
phases. 

Assuming, then, that you may agree with me that the funda- 
mental national interests and their component parts are as stated, 
suppose we proceed to further analysis of these interests in their 
relation to one another. 


THE POLITICAL INTEREST 

The political interest must rest upon our choice to live under a 
representative form of government and to speak by majorities 
given a fair method of expression. We know full well that any 
political group winning the approval of a majority cannot claim 
to be representative of our entire citizenship in its purposes, its 
plans, or its program; but even the minority yields to our political 
setup as the best means of establishing a government responsive 
to the majority. 

The political interest enjoys the power to make and enforce 
laws favorable to the program of the dominant party, which 
assumes that it holds a mandate from the people to exercise its 
power without particular regard to whether its activities operate 
advantageously or adversely to every other national interest. The 
political interest both influences and is influenced by the swings 
of public sentiment. Sometimes these swings arise from stimu- 
lated popular prejudices and sometimes from mass conception of 
required changes in the interpretation of fundamental public 
policies. Sometimes they result from natural evolutionary changes 
in social and economic relationships which that intangible public 
sense often recognizes earlier than do those operating directly in 
the social and economic fields. 

From the beginning of our operation as a representative democ- 
racy it was considered imperative to operate our government 
under a series of checks and balances. If strong political parties 
are in competition with each other, they primarily provide the 
checks and balances necessary to a democratic form of govern- 
ment; but if, as now, one party is so far dominant that it can 
enforce any action it chooses, then reliance must be had upon the 
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checks and balances provided by united action in the other na- 
tional interests mentioned above. And if these are absent because 
no recognized unity exists, then we are on the edge of, if not 
actually embarked upon, a program of state socialism. 


THE SOCIAL INTEREST 


Next to the political interest that touches all of us, the second 
fundamental national interest, the social group, touches the lives 
of the greatest number of individuals. It is the teacher, and 
touches life at the impressionable age. Its proposals and declara- 
tions inspire confidence because they are often altruistic and its 
representatives are functioning everywhere. It should be the in- 
terpreter of national vision as well as of individual conduct, and 
its machinery, if put into unified action upon any principle to 
which all of its parts subscribe, should carry a message and influ- 
ence action more quickly than the machinery of either of the other 
fundamental interests. 

My observation, however, leads me to believe that there was 
never a greater divergence of opinion than exists in this social 
group today. These divergencies muddy the waters; they em- 
phasize doctrinal differences in the religious field and prevent 
seeing the forest for the trees; they promote differences of expres- 
sion or of policies in the educational—many of them immaterial— 
and prescribe methods of effecting or applying humanitarian 
principles in the social service, often detrimental to that service. 
The common objective of the whole social interest is to benefit 
humanity and generally to perpetuate the form of government 
that was conceived for us and which has thus far brought us on 
our way with signal success, rather than to toy with changes in 
government policies like those adopted in Russia, Germany, and 
Italy, where the effect seems most to be felt by the social interest. 

The difficulty of breaking down deep-seated convictions and 
prejudices within the social interest is readily recognizable, but 
the necessity for unity is so clear and so great that it is to be 
hoped there will arise some leadership wise enough to find a 
starting-point out of which may develop that national co-opera- 
tion so necessary to the better life of the country. 
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THE ECONOMIC INTEREST 


If I have earned the right to speak for or upon any of the 
interests referred to, it would be this one, and yet in pursuing this 
discussion with application to the economic interest I continue 
with considerable trepidation because I am pioneering in a field 
to which little consideration has been given. To the practical 
mind it may be regarded as a fantastic and theoretical suggestion, 
possibly to be consummated at some distant day when we have 
learned better how to live and operate together. Obviously I can- 
not hold such a view, nor do I believe in the face of the dangers 
that confront us today that unity of national interests is some- 
thing for the far-distant future. I am ready to concede that the 
development may not be rapid, but the chief question that con- 
cerns us at the moment is the necessity for co-operative machinery 
that will lay the foundation and plan out the first steps in the 
expectation that the full pattern may ultimately be realized. 

It cannot be denied that unity of action by the fundamental 
interests is infinitely more effective in its influence than action by 
hundreds of individual groups who in their own particular field 
may assert the same principle but who have no means of making 
it effective as against an opposing power that is centralized, does 
possess authority, and may exert that authority quite contrary to 
the basic principles which we all wish to uphold. 

Agricultural interests do not see eye to eye in many things with 
either labor or our designated business interests. It is a highly 
individualistic occupation. Wherever agricultural associations ex- 
ist they represent, in fact, but a minor fraction of those who live by 
agriculture, and while they may assert a complete representation 
and the right to speak for the agricultural interest, they do so 
because they know that there is no way to draw the individuals 
together, either to approve or to disapprove the recommendations 
of the organizations operating in this field. 

Labor, in its various organizations, assumes that it is essential 
to be militant, and even though recognizing the soundness of 
certain economic principles applied to the other parts of this 
economic interest, it is nevertheless disinclined to weigh these 
practical and privately admitted conditions lest it interfere with 
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the gains that are required by its own particular group. Labor has 
a very much more central theme than either agriculture or busi- 
ness, but it is today less united with respect to the organized con- 
trol of the forces of labor or of its demands in labor’s interest than 
at any time in the past quarter of a century. 

I come now to that part of the economic interest in which I have 
spent most of my life, watching the development of organizations 
representing our far-flung business interests and convinced that 
if properly related they would furnish the checks and balances 
upon the inevitable tendency of the state to dominate more and 
more of our personal lives and of our institutions that should al- 
ways remain nonpolitical. This development has been chiefly one 
of the twentieth century, for prior to that time executives and 
managers of industrial and commercial enterprises were playing 
quite a lone hand, seldom meeting with their competitors and 
inclined to question their competitors’ commercial integrity in 
performance of mutual trade agreements. American business pio- 
neered this field, slowly and laboriously breaking down prejudices 
within its own ranks until its organizations had become coexten- 
sive with the ramifications of business. There were a thousand 
separate units, each feeling its way into closer relationship to the 
problems of its own group, but without any machinery or means 
by which they could co-operate with one another and co-ordinate 
their activities and their influence. 

President Taft’s message to Congress in 1ro11 carried the 
significant statement that there was a great need for a broadly 
representative national organization whose constituency would be 
national business associations and chambers of commerce, and 
which, because of its representative character, the government 
could recognize as speaking for the commercial and industrial 
interests of the country. 

One year later, despairing of getting any harmony out of the 
babel of voices that pressed upon him, President Taft sponsored a 
conference of American business, frankly took the delegates into 
his confidence, and asked them to agree upon a means for pre- 
senting their common needs to the government. Thus in 1913, 
responsive to the President’s suggestion, the units of organized 
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business began working together. Until the close of the war and 
well into the period of reconstruction the Chamber of Commerce 
of the United States, organized in 1913 for the purpose of ascer- 
taining and voicing the views of American business, operated 
acceptably. 

New industries, however, were developed and new organiza- 
tions were created to serve them. The increasing complexity of 
economic life and the tendencies of government under the guise of 
public interest to dictate in matters that were formerly functions 
of management compelled all existent organizations to become 
more effective in their own special field, more ready to represent 
themselves and less ready to trust their case to a central spokes- 
man. And so the cycle again rolled around and the unity which 
began in 1913 became sufficiently dissolved to justify unfriendly 
interests in their claim that today no truly authorized spokesman- 
ship exists. 

Again a babel of voices of special interests is heard rather than a 
harmony of expressed opinion upon national issues that affect us 
all. Government seems to feel that the public interest extends to 
every function of life and that it, as the sole protector of the public 
interest, must therefore control by law and administrative decree 
all the activities that make up our economic existence. 

Organized business is now, and always has been, divided into 
two major groups. First in numerical strength and in nation-wide 
extent come the chambers and associations of commerce of the 
country; second, the national, state, and sometimes local trade 
associations, representing specifically some trade or group of 
trades. 

We may say that the greatest numerical strength in organized 
business therefore lies in the chambers and associations of com- 
merce. They, recognizing the necessity, authorized and aided in 
the establishment of the Chamber of Commerce of the United 
States. They hold in their respective membership representatives 
of practically every other national business organization, all of 
which at some point consent to be represented in local matters of 
common interest by these local and regional chambers. 

There is a perfectly natural affiliation between these organiza- 
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tions and the United States Chamber. It was organized to repre- 
sent them, to advise them, and to speak for them as they may 
direct in national matters. These local and regional chambers 
possess, however, another great advantage in that they constitute 
a most effective influence upon national policies because of the 
close relations that exist between them and the men chosen in 
their respective states to represent them in Washington. In other 
words, they have the opportunity at home and at first hand to 
exert an influence that clearly escapes the processes of lobbying. 

Because of these reasons I say again that the Chamber of Com- 
merce of the United States possesses the greatest strength numer- 
ically and the closest relationship to the sources of legislative 
power that the country holds, but yet it cannot speak for all 
American business. Now let me acknowledge with equal emphasis 
that second group of great national associations that represent the 
most intricate problems of the industries they are organized to 
serve. These great organi«tions are specialists, and they occupy 
a tremendously important field. They are to the business world 
interpreters of special conditions that must be recognized and 
safeguarded, as well as having a vital influence upon all that pro- 
motes a sound national life. Conditions both political and com- 
petitive, developing in the past decade, have tended so to em- 
phasize the problems peculiar to each of the organized trades that 
the necessity for united action upon the common problems has 
been forgotten, and for the purposes of a truly representative 
expression of American business we stand even more disorgan- 
ized today than we were when President Taft made his appeal in 
1913. 

Unity of American business will not be accomplished by a 
federation of the chambers of commerce, leaving out these great 
national associations which have come to take so important a 
place in our economic life. And there must be found a way by 
established conference or otherwise to bring us all into some unity 
of purpose and of common expression. 

It is not unnatural that the important national trade associa- 
tions should wish to be spokesmen for the interests they are 
organized to represent, and sometimes to doubt that the Chamber, 
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or any central organization, could be as effective as they in their 
respective specialized fields. It must be admitted that if they do 
not work with the Chamber, neither do they work in unison with 
one another, and this develops an unfortunate situation, the effect 
of which upon American business will be disastrous unless some 
way is found to establish an intimate though possibly voluntary 
conferring relationship that would solve the problem of working 
together and provide a means of bringing back to the organiza- 
tions representing a cross-section of our economic life the oppor- 
tunity to interchange views and take definite common action upon 
national proposals that affect us all. 

Every federal administration has recognized the need for some 
agency of this kind, and the present administration has been no 
exception as it endeavored to meet the need through an advisory 
council to the Department of Commerce and by bringing to- 
gether a group having wider interests under the chairmanship of 
Senator Berry, and through numerous conference committees 
such as those called by the Secretary of Labor. 

Practically, however, these friendly gestures have not met the 
need. The gentlemen chosen have been men of high character, 
but they did not represent the interests from which they were 
drawn, and their conclusions, no matter how sound, were imple- 
mented with no machinery to make them the conclusions of 
organized business. 

Perhaps President Roosevelt is not an impartial judge, but he 
has said repeatedly that American business has no spokesman, 
and here in his message of May 24 he reiterates his belief: 

The truth of the matter, of course, is that the exponents of the theory of 
private initiative as the cure for deep-seated national ills want in most cases 
to improve the lot of mankind. But, well-intentioned as they may be, they 
fail for four evident reasons—first, they see the problem from the point of 
view of their own business; second, they see the problem from the point of 
view of their own locality or region; third, they cannot act unanimously be- 
cause they have no machinery for agreeing among themselves; and, finally, 
they have no power to bind the inevitable minority of chiselers within their 
own ranks. 


The weakness of the President’s statement is the assumption 
that unanimous action is necessary. No action of the federal 
government is unanimous, even within the dominant party, and no 
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unanimous action will ever be had on any subject upon which the 
fundamental national interests we have been discussing seek an 
expression. 

The federal government can enforce majority action because 
we are a representative government. American business may also 
become a representative interest, speaking by majority, if it will 
bring its units together. It cannot legislate against those who will 
not play fair; but if the government will recognize the majority 
voice of all business, the joint action of business and government 
against chiseling offenders will speedily reduce wilful violations. 

Twenty-five years ago a central spokesmanship for American 
business was thought practicable. Today that precise kind of 
spokesmanship may not be possible, but in whatever manner we 
may decide to meet the need of the times, we must unite our front 
and by joint action point the way to economic peace and security. 
If we fail to do so now, the years ahead will be troublous years and 
will delay indefinitely the great national prosperity that stands 
upon our very threshold knocking for admission. 

Finally, I am trying to promote an idea, not a plan. Where a 
proposal demands the approval of many agencies it confuses the 
issues if an attempt is made to work out elaborate details. There- 
fore let me restate my idea. Only by the organization of some 
additional machinery whereby fundamental national interests 
delegate representatives to meet and agree upon a course of action 
with respect to common objectives can there be set up those 
checks and balances to restrain precipitate action injurious to 
these objectives, if not actually subversive of the rights, privileges, 
and methods guaranteed to the American people and to American 
enterprise under our established form of government. 

Without stating more than the principle as applied to all the 
fundamental interests we have been considering, I should like to 
illustrate its value in one subsidiary field, namely, that interest 
known as American business. I shall name to you a small group 
of very important national organizations that now have no 
established means for meeting together and interchanging their 
views upon government policies, disclosing the effects of these 
policies upon each of their interests, and inquiring together if 
co-ordinated action is necessary or desirable. 
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Chamber of Commerce of the Association of American Railroads 
United States Iron and Steel Institute 

American Bankers Association Petroleum Institute 

National Association of Manufac- National Lumber Manufacturers’ 
turers Association. 


American Bar Association 
In this list I am not attempting to name all the leading organ- 
izations but only a few of them to illustrate how many interests 
there are, how specialized they are, and how widely they ramify 
throughout finance, trade, and industry. It cannot be doubted 
that these groups have many common problems and that great 
advantage would result if, through such machinery as they may 
create, the judgment of all American business could be made 
available upon any proposed public policy under consideration. 
There are, of course, many subjects so controversial that no 
united expression of opinion would be obtainable, but four sub- 
jects can be stated in the solution of which an agreement might 
represent a very large majority. 
1. Perpetuation of the constitutional safeguards under which the respective 
interests of these organizations were developed 
2. National economic policies that may and will change from time to time 
but the stability of which affects the activities of these organizations 
3. Trade and operating problems affecting the daily relations of these 
organizations with one another, with interrelated interests not necessarily 
commercial, and with the federal government 
4. Astable policy of banking and credit in which the government shall set 
an example of scrupulous integrity and respect for the trustee character 
of its authority over credit, currency, spending, and taxing 
The steps toward the creation of such machinery should really 
be very simple. A conference could be called consisting of the 
presidents of perhaps ten to twenty outstanding national groups. 
Let them discuss whether a need for unity exists, and, if such need 
is found, let these executives present a well-considered plan, de- 
termine what interests should be represented and what kind of a 
federation would serve the purpose. Surely it need not be a super- 
congress, but if a beginning is made that will not disturb the 
autonomy of any organization in its own field, it can and will grow 
as the plan is further developed until a truly representative 
economic council will result. 

















CUSTOMER ATTITUDE TOWARD CHICAGO 
GROCERY-STORE PRACTICES 


MYRTLE M. LOHNER* 


HILE the operating methods of grocery stores, both 

chain and independent, are constantly undergoing 

changes, with innovations being introduced every day, 
little has been done toward determining customer attitude 
toward these practices. Discovery of what the customer thinks 
and feels might be of considerable value from the managerial 
viewpoint in indicating present methods which do not meet con- 
sumer preferences and directions in which customers would like 
to have store services extended. 

To determine whether divergences of preference from practice 
exist, and to discover any variations in attitude between cus- 
tomers of the various chain organizations, a house-to-house sur- 
vey was carried out in the Chicago area. A preliminary investiga- 
tion had indicated the following points of customer dissatisfaction 
with store operations: transfers of personnel, the use of premiums, 
the adequacy and convenience of the bakery goods and fruit and 
vegetable departments, and the value of certain types of informa- 
tion for the buyer. A questionnaire covering these points was 
used in interviews with 544 Chicago homemakers. Forty per 
cent of these women represented independent-store patrons (in- 
cluding voluntary chains) and 60 per cent were customers of the 
four largest centrally owned grocery chains. 

Table 1 reveals that 61 per cent of the women interviewed dis- 
liked the transferring of clerks and managers from store to store. 
Only 3 per cent found this practice pleasing; the remaining 36 
per cent indicated that they were indifferent toward it. The fact 
that the majority of women seemed to notice and dislike changes 
in the personnel of the grocery at which they trade is of interest, 
since considerable attention has been given, particularly in chain- 


* Research assistant, School of Business Administration, University of Minne- 
sota. 
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store management, to the problem of personnel changes with re- 
spect to turnover.? Comparatively little attention, however, has 
been given to customer attitude toward personnel transfers. The 
unfavorable feeling among the women interviewed indicates that 
this personnel policy might well be considered to a greater extent 
from the viewpoint of the buying public. 


TABLE 1 
CUSTOMER ATTITUDE TOWARD PERSONNEL TRANSFERS 
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ToTaL 
NUMBER 
Income Groups Dislike It Total Un- | REAcTIons 
AND STORES Like It Indifferent | Dislike It Vv favorable GIVEN 
ery Much : 
PATRONIZED Feeling 
On Basis of Income Groups 
Ra nae oan 4 32 38 26 64 253 
aa 5 25 5° 20 70 104 
ee 3 48* 31 18 49* 45 
Es I 50* 24 25 49* 92 
Be sexivnns 3 36 37 24 61 404 
On Basis of Stores Patronized 
ere I 32 40 27 67 128 
eee 6 43° 31 20 e* 141 
2 | ae I 37 36 26 62 93 
SS ere ° 54* 35 II 46* 46 
Independent... . 4 36 38 22 60 183 

















* Insignificant difference between the starred percentages in each income or customer group. 


The effect of personnel transfers seems particularly significant 
when the attitudes are analyzed in terms of income groups.‘ The 


2F. Clark, Readings in Marketing (rev. ed.; New York: Macmillan Co., 1933), 
p. 361. 

3 P. D. Converse is one of the few who states this aspect of personnel problems: 
“‘A hired manager does not take quite the same interest in patrons as the pro- 
prietor. Besides, managers are changed frequently in some chains’’ (Selling Policies 
[New York: Prentice-Hall, Inc., 1927], p. 651). 

4 The income groups used were those defined by C. J. Newcomb and R. O. Lang 
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strongest expression of unfavorable feeling was in the two high- 
est-income classes, where 64 and 70 per cent of the women indi- 
cated dislike. As the majority of chain-store customers are in 
this sector of the population, the attitude here is of especial 
interest. Among the women of the low- and middle-income 
groups, indifference was about as marked as dislike. 

Variations in attitude also existed between the customers of 
the different stores. Those of Chains A and C seemed to dislike 
personnel transfers—67 and 62 per cent, respectively, expressing 
this view. About the same proportion of women buying at inde- 
pendent stores had this attitude also.’ In the case of Chains B 
and D, however, no differentiation of opinion was found. Thus, 
among the four chain-customer groups, that of Chain A seemed 
to exhibit the greatest dislike of personnel transfers. This chain 
is the only one of those studied which operates all its stores on a 
self-service basis. The comparatively great importance of the 
personnel to its customers is somewhat surprising, therefore, in 
view of the rather generally accepted belief that the clerks in a 
self-service store are of little importance compared to those in a 
service store.° 


as follows: “Highest, median monthly rental $43.6 to 178.6; high, $36.9 to 43.5; 
middle, $29.3 to 36.8; low, $21.1 to 29.2; lowest, $6.9 to 21.0.’ (Census Data of the 
City of Chicago (Chicago: University of Chicago Press, 1934], p. 672). For purposes 
of this study the last two were grouped together as the low group. 


SIn this group of customers only the opinions of those women who did some 
buying at chain stores were considered. 


6 Examples of this view are seen in the following quotations, viz.: ‘“The chain 
as a whole [Piggly Wiggly] can be absolutely uniform. .. . . Clerks, goods, fixtures 
are interchangeable” (“‘An Analysis of Piggly Wiggly Progress,’’ Chain Store Age, 
January, 1926, p. 44). H. Maynard, W. Weidler, and T. Beckman make the state- 
ment: ‘‘Among the advantages of self-service stores are decreased personnel diffi- 
culties” (Principles of Marketing [New York: Ronald Press, 1932], p. 125). More- 
over, Converse remarks: ‘‘Self-service stores can use cheaper employees’’ (Marketing 
Methods and Policies [New York: Prentice-Hall, Inc.], p. 313). On the other hand, 
H. Barnett states: ‘“The type of men required in [self-service stores] are usually 
more expensive per man than in some other types of stores, the reason for this being 
that the clerk in a self-service store has less opportunity to serve a customer and 
must handle the transaction in a limited time, therefore he must be able in that short 
period to make a favorable impression’? (Man Management in Chain Stores [New 
York: Harper & Bros., 1931], p. 4). 
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Customer attitude toward the giving of premiums by stores 
was measured by asking what articles, if any, the women would 
desire for this purpose. Forty-six per cent mentioned some 
item, while for 54 per cent the premium idea seemed to have no 
attraction. The latter group consisted of women who either 
definitely disliked the entire principle or said that they had no 
use for any possible article (see Table 2). 






































TABLE 2 
CUSTOMER ATTITUDE TOWARD PREMIUMS 
PERCENTAGE REACTIONS GIVEN 
TOTAL 
— NUMBER 
IncomE Groups Interested nthgcd Dislike Total Un- | REACTIONS 
2 ; Use for Any " - 
AND STORES in Premium favorable GIVEN 
. Such : 
PATRONIZED Premiums . Idea Attitude 
Articles 
On Basis of Income Groups 
eee eer 43 35 22 57 201 
ESP eee 56* 30 14 44* 86 
EE ASS 58* 33 9 42* 46 
DG wancinianinsens 33 27 40 67 82 
SSE eae 46 32 22 54 415 
On Basis of Stores Patronized 
| cre 47* 35 18 ae? 130 
ee 44* 30 26 56* 83 
SMa aca 300055 5 40* 35 25 60* 40 
Independent......... 44 31 25 56 201 








* Insignificant difference between the starred percentages in each income or customer group. 


For the 264 women who wanted premiums, cooking utensils 
such as pots and pans held the greatest appeal. Thirty-four per 
cent named these items. The second most popular article was 
towels, suggested by 12 per cent. Ten per cent mentioned dishes, 
7 per cent glassware, and 3 per cent electrical appliances. Thirty 
per cent said that they did not care what the item was. 

When the women who seemed to look at premiums in an un- 
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favorable light were asked the reason, 60 per cent said that they 
feared they would pay for them in the long run through lower 
quality or higher prices. Nineteen per cent said that premiums 
were never worth anything anyway (Table 3). The relative im- 
portance of these two reasons is of interest in two respects: (1) the 


TABLE 3 






































PERCENTAGE REASONS GIVEN 
INCOME T 
Groups . OTAL 
NUMBER 
AND " Bother- . Have 
s ms Customer Not . Want REASONS 
TORES ‘ . Not some To To Pay z 
" oe Pays in Worth = To Shop GIVEN 
PATRONIZED iS aeee tite D Rail Useful Save for All Over Too Much 
s —_ . Them F Extra 
On Basis of Income Groups 
Highest...... 54 15* 13° s3° 2* 3* 80 
62* 32° ° 4 ° ° 26 
Middle. . 55* 20* 5 ° 20° ° 20 
Se 64 16* 6* 4* 4* 8* 52 
ee 60 19 8* ” 4* a 178 
On Basis of Stores Patronized 
Chain B...... 53 19* se* 11* 6* ° 53 
0 ee 53 18* 13* 13° a" ° 38 
Chain D..... 50* 4* 14° ° 27° ig 22 
Independent. 64 20 6* 2° <° 92 




















* Insignificant difference between the marked percentages in each income or customer group. 


belief that a premium system affects the quality and prices of 
groceries offered for sale is a far graver element in public attitude 
than mere skepticism with regard to the value of the premium 
and (2) the greater importance of the former attitude runs counter 
to the generally accepted belief that, to give strength to a 
premium program, the worth of the articles must be certified.’ 
Analysis of the data in terms of income groups reveals that the 


7 Cf. “Premiums That Bend the Selling Curve Upward,” Food Field Reporter, 
September 10, 1934, p. 36: ‘General Mills have hired a firm of accountants to certify 
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unfavorable attitude toward premiums is particularly strong for 
the highest and low classes. Fifty-seven per cent of the women in 
the top group, and 67 per cent in the bottom one, indicated this 
attitude. Moreover, of all income groups, the low had the largest 
proportion of women—64 per cent—who believe that they always 
pay for premiums in the long run. It is interesting to note that 
in the low-income group, where one might reasonably suppose an 
offer “to get something extra” for one’s money would be an at- 
traction, the opposite was found to be true. In the top-income 
class, a comparatively large proportion—13 per cent—found it 
bothersome to save for premiums. In the high and middle 
brackets, where the attitude toward premiums was not differ- 
entiated, about as many women believed that premiums are not 
worth anything as feared that the customer pays for them in the 
end. 

Among the customer groups the women buying at independent 
stores showed a more definite disfavor for premiums than did the 
patrons of the chain stores. Examination of reasons given by all 
those having an unfavorable attitude indicates this conviction 
that the consumer pays “somewhere along the line’’ to be out- 
standing for ali store groups except Chain D. Its customers men- 
tioned as frequently the belief that premiums are not useful and 
the desire to shop at more than one store. As Chain A is the only 
store having a regular premium policy at present, its customers’ 
reactions were measured by their actual behavior. Forty-four per 
cent indicated that they were saving for the articles available and 
56 per cent that they were not doing so. 

Another aspect of customer attitude toward store operations 
lies in the extent to which customers use or desire information 
which the store can furnish on canned goods. Table 4 shows that 
only 51 per cent of the women interviewed ask questions of the 
clerk regarding the canned goods they buy. Of the group which 
does not use this aid, 69 per cent rely on brands instead, either 
through habitual use of a certain one or through having knowl- 


the retail value of a premium offered”; ‘“‘Address of Paul S. Willis,” American 
Grocer, May 15, 1935, p. 5: ‘‘Premiums should be well known merchandise whose 
worth is readily accepted.” 
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edge of various brands; a much smaller number uses information 
on labels in place of the clerk (6 per cent), buys by trial (6 per 
cent), or is guided by price (2 per cent). The remaining 14 per 
cent did not disclose any source of information used in the store 
but merely considered the clerk’s knowledge inadequate or un- 


TABLE 4 


EXTENT TO WHICH PURCHASERS OF CANNED GOODS ASK 
CLERKS FOR INFORMATION 








Percentage 


Percentage Who Do Total 
Who Ask : 7 
Income Groups and the Clerk Met Ack Number 
“ . the Clerk 


Stores Patronized 





On Basis of Income Groups 








Highest...... ‘saa hesroaveete sat 46 272 
High..... , cinwicagled 45 55 119 
Middle. .... ialacuie ; 52 48 50 
| er ' ; 49 51 95 

eee vie toibaat 51 49 536 





On Basis of Stores Patronized 














Chain A...... ioncencnianeaedl 56 44 132 
> | ae ree 50 50 144 
| : rg oe 97 
Chain D... bnieweae’ 25 75 40° 
Independent... ... pee 53° 47* 221 





* Insignificant difference between the starred percentages in each customer 


group 
t None of the differences between percentage pairs in this first section is signifi- 
cant. 


reliable. Thus, since clerks appear to be used for information by 
only one-half of their customers, other buying aids may be 
necessary if stores are to meet the requirements of their patrons. 

Two sources of information for the customer of canned goods 
which have received considerable attention in recent years are the 
transparent-display can and informative labeling.* When all the 

8 Cf. ‘Transparent Display Cans,”’ Food Field Reporter, May 7, 1934, p. 6; ‘‘Con- 


tinental’s New Display Top Can,” Groceries, July, 1934, p. 40; ‘“Methods of Label- 
ing Canned Foods,” National Grocers’ Bulletin, November, 1934, p. 12. 
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women were asked the comparative usefulness of these two aids, 
the desire to see the contents was found to be stronger than the 
desire to read about them. Forty per cent voted for the con- 
tainer, and 24 per cent for the labeling. Fifteen per cent indi- 
cated their enthusiasm for more buying aids by voting for both. 
On the other hand, 21 per cent did not believe either device would 
be helpful (see Table 5). The popularity of the container and 










TABLE 5 
PREFERENCES FOR TWO TYPES OF BUYING AIDS 

























































More 
Income Grou Inf ati Sample 
a saps eras Transparent Both None Total 
and Stores on Can " . 
= Can (Per Cent) | (Per Cent) Number 
Patronized Labels (Per Cent) 
(Per Cent) 
On Basis of Income Groups 
ee . 24 38 18 20 256 
ee 30* 38* 8 24 120 
ES bch sc aiacema 18 40 18 25 51 
NY ag ietnetenarnd weir 19 46 12 22 95 
ae ere 24 40 15 21 522 
On Basis cf Stores Patronized 
SS Sere 31* 35* 17 16 128 
See 25 42 8 25 140 
0 ES nee 25° 45* 8 23 93 
2) ere Se 25* 23° 10 42 40 
Independent......... 23 53 15 19 206 

















* Insignificant differences between the starred percentages in each income or customer group. 


labeling as supplementary aids to the clerk’s knowledge is seen 
in the fact that, of those women who asked the clerks for informa- 
tion, only 14 per cent indicated a lack of interest in the other aids. 
The extent of desire for these buying aids as substitutes for the 
clerk’s assistance can be seen in the fact that, of the women who 
did not use the clerk’s knowledge, 57 per cent voted for either the 
transparent can or the labeling. Thus, irrespective of whether the 
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customers use the clerk’s aid or not, the evidence here indicates 
a definite desire for more buying aids. 

Since it is indicated here that the largest proportion of women 
prefer sample transparent cans to informative labeling, the pres- 
ent value of labeling may be open to question. The recent agita- 
tion in marketing circles on descriptive versus grade labeling® thus 
seems to have had little foundation in consumer desires, according 
to the results of this study. 

Among the individual-store customer groups more Chain A 
patrons use clerks as a buying aid than do the women buying at 
any of the other stores—a fact which corresponds to the com- 
paratively great dislike of personnel changes shown by this group 
in Table 1.'° On the other hand, only one out of four of the cus- 
tomers of Chain D calls upon the clerk for information. This 
group also exhibited the least interest in the other instructive 
devices—42 per cent did not want either the transparent can or 
the informative labeling. Since the major appeal of Chain D 
seems to be price, this result appears logical. As many cus- 
tomers of Chains B and C and of independent stores said that 
they ask questions of the store personnel as said that they did not. 
Relative to chains, the small proportion in the case of the inde- 
pendent outlets (53 per cent) is somewhat surprising in view of 
the generally accepted importance of the personal element in 
these stores. 

Women who buy at Chains A, C, and D desired informative 
labeling to about the same extent as transparent-display cans. 
However, the majority of Chain B and independent-store patrons 
(42 and 53 per cent, respectively) seemed to prefer to see the 
contents rather than to read about them. This preference among 
Chain B customers indicates the possibility that grade labeling, 





9 National Grocers’ Bulletin, November, 1934, p. 12. 


1° This rather large proportion of Chain A customers—even slightly larger than 
in most of the service stores—who use clerks as a source of information is interesting 
in view of the opinion held in some marketing literature that, under the self-service 
system, women do not seek as much information from the clerks. Cf. Maynard, 
Weidler, and Beckman: ‘To be sure, inquiries [under the self-service plan] concern- 
ing any one product may be made of the cashier or checker, but people are reluctant 
to do this’’ (op. cit., p. 126). 
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which only this organization has been using, is either not liked 
by the women studied in this survey or has not been sufficiently 
instructive for them. 

Apparently another type of information the customer needs is 
suggestions for meal-planning, since 67 per cent of 541 women said 
that they ran out of ideas on what to serve. In spite of the large 
amount of information published on this topic, this result indi- 
cates that the material given may not have been adapted to most 
homemakers’ needs." 

On the assumption that this type of information can be given 
in the form of complete menus, recipes for new and unusual 
dishes, or recipes for familiar, everyday dishes, the women who 
sometimes lacked menu ideas were asked to indicate which of the 
three they preferred. The majority of them (52 per cent) chose 
the recipes for everyday dishes. Table 6 shows that the other two 
aids—trecipes for new dishes and complete menus—were pre- 
ferred by only 24 and 11 per cent, respectively. Thirteen per 
cent were not interested in any of these suggestions. Most of 
the women who voted for some type of menu aids said that they 
would prefer to receive them at home (54 per cent); 26 per cent 
thought the store would be the more convenient place, and 20 per 
cent stated that either would be satisfactory. 

It would seem, then, that any service which grocery stores 
could give their customers in this respect would be in the form of 
reminders of familiar, well-known dishes, rather than in the 
creation of unusual, new ones. The latter was not so popular per- 
haps because of its costliness, both as to its ingredients and as to 
the risk involved in experimenting with dishes which might not 
suit families’ tastes. Since only a very small proportion of women 
(11 per cent) was interested in complete menus, the value of this 
frequently published type of meal-planning aid may be open to 
question. 

The five customer groups showed almost no difference in the 


LL. M. Yackey found that, among four magazines analyzed, menus for enter- 
taining exceeded those for family use (“‘Contributions of Women’s Magazines to 
Homemaking Problems on Food’? [Columbia University Ph.D. Dissertation, 


1931)). 
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extent to which the women in each seemed to need meal-planning 
aids (65 per cent of the customers in Chains A and D, 66 per 
cent in Chain B and independent stores, and 64 per cent in Chain 
C). All of them considered recipes for everyday dishes as the most 
helpful type of cooking aid with the exception of Chain A. Here 
the choice between this type of information and recipes for new 



































TABLE 6 
CUSTOMER PREFERENCES FOR THREE TYPES OF MENU AIDS 
r Recipes for 
Complete any = ~ Everyday None Total 
Income Groups Menus ‘Oc ae my Dishes (Per Cent) Number 
and Stores (Per Cent) = (Per Cent) 
Patronized 
On Basis of Income Groups 
Highest............. 12 26 54 8 195 
High.......... ; 9 28 54 9 75 
NG a 6 erode 10* 15* 60 15 28 
| PRES mene ‘ 15* 35° 40* 10* 62 
rere II 24 52 13 360 
On Basis of Stores Patronized 
Spee ee 16* 26* 48* 10 86 
0 See 7 28 55 10 04 
NE i doin au wan 6 25 57 12 63 
I ida i Sialaaie 10* 18* 64 8 28 
Independent......... 14* 37° 5° 9 143 











* Insignificant difference between the marked percentages in each income or customer group. 


dishes was not so clearly differentiated. Since Chains B and C 
are the only organizations which distribute menu aids or publish 
them in their advertisements, it might reasonably be supposed 
that a comparatively smaller proportion of their customers would 
express a lack of cooking ideas or a desire for the material sug- 
gested in the questionnaire. The fact that these proportions were 
the same as for other stores indicates the possibility either that 
the contents of their material have not been helpful or that the 
manner in which the information was offered in the store has not 
been effective. 
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Since the trend in grocery-store development seems to have 
been toward adding other lines of foods such as bakery goods and 
fresh fruits and vegetables, an examination of attitude toward cer- 
tain aspects of such services might indicate the extent to which 
they are being adapted to customer desires. Customer attitude 
toward grocery-store bakery departments was measured by the 
extent to which women use the grocery stores for their bakery 
needs, their reasons for doing so, and their criticisms of the goods 
offered. 

















TABLE 7 
REASONS FOR NOT BUYING MOST BAKERY NEEDS AT GROCERY STORES 
PERCENTAGE REASONS GIVEN 
TOTAL 
nal Peer Lack of Dislike ee 
: . Poor Taste ack oF | Lack of High | Wrapped} Miscel- ee 
> Fresh- oe - GIVEN 
Quality and Variety Price Bakery | laneous 
Flavor _ Goods 
ChainA.....| 34 12* 18* 13* 9* 8* 6 148 
Chain B..... 43 17* 17 9* 9 4 2 124 
OS eee 37° 23* as? 9* 10* 5 2 93 
Chain D.... 48* 23* a i 19* ° 3 31 
Independent .| 30 17 17 12* 9* 6* 9 236 
Bcd 3 18* sy* td 9* 6* — 5905 





























* Insignificant differences between the marked percentages in each customer group. 
t Includes such reasons as lack of cleanliness, lack of delivery service, etc. 


When the women were asked where they bought most of their 
bakery goods with the exception of bread, only 4 per cent indi- 
cated their grocery store. Sixty-two per cent bought them at 
bakeries, and 34 per cent baked most items at home. Among the 
96 per cent who do not use their grocery stores as the main source 
of bakery items, the chief reason for not doing so was the poor 
quality of the products offered by these stores. Thirty-three per 
cent made this criticism. Eighteen per cent commented on the 
poor taste and flavor, and 17 per cent on the lack of freshness. 
Too high a price, lack of variety, and a dislike of wrapped bakery 
goods were the other main criticisms (see Table 7). 

Inquiry as to whether the women bought any bakery items at 
their grocery revealed that 26 per cent bought absolutely none. 
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Of the goods which were bought there by the other 74 per cent, 
bread was the chief one, constituting more than two-thirds of the 
total number of items (70 per cent). Convenience was the most 
important reason why the women bought some bakery needs at 
their grocery (33 per cent of the total reasons). The other reasons 
given were: brands carried, 18 per cent; quality, 16 per cent; 
price, 12 per cent; and freshness of wrapped items, 10 per cent. 
Thus, despite the objections given to their bakery items, the 
chain stores seem to have overcome these prejudices with respect 
to bread. Although most of these departments must be necessari- 
ly small, lack of variety was not the main criticism made; instead, 
poor quality was the chief objection. From these results it would 
seem that grocery chain-store development in bakery goods would 
depend more on an improvement in quality than in an increase in 
the variety of the goods offered. 

The extent of home baking does not seem to decrease with in- 
crease in income, for 37 per cent of the highest-income group, and 
34 per cent of the lowest, said that they made their own bakery 
goods. Moreover, the extent to which women secure these food 
needs from places other than the grocery store does not vary 
greatly with income. Twenty-eight per cent of the highest-income 
group buy absolutely no bakery items at their grocery; the same 
percentage characterizes the low group. Differences occur be- 
tween the income classes, however, in the reasons given for 
patronizing these bakery departments. Thus, those in the low 
brackets are most brand conscious, as far as bakery goods are con- 
cerned, since 32 per cent of the reasons here were concerned with 
brands, compared with 16 and 18 per cent, in the two highest 
groups, and 1o per cent in the middle. 

In the fruit and vegetable department of a large number of 
grocery stores a considerable intermixture of service and self- 
service exists. Differences of opinion seem to be present in the 
marketing literature as to which type of service it is best to offer 
in this department. This appears to be an especially contro- 
versial question in regard to the self-service grocery store.” Cus- 


™ Cf. W. Baxter (Chain Store Distribution and Management [New York: Harper 
& Bros., 1928], p. 197): ‘“The Tom Good stores claim that the fresh fruit and 
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tomer attitude toward this intermixture of policy was measured 
from four aspects: (a) present satisfactoriness of service or self- 
service, (6) extent to which a combination of the two systems was 
found to be most convenient, (c) reasons given for finding one 
system more satisfactory on the whole yet the other more con- 
venient for some items, and (4) actual preference for one system 
or the other. 

Table 8 shows that 71 per cent of 374 women said that they 
found self-service to be the most satisfactory method by which to 


TABLE 8 


COMPARATIVE SATISFACTORINESS OF SERVICE AND 
SELF-SERVICE IN THE FRUIT AND 
VEGETABLE DEPARTMENT 








Percentage | Percentage 
Customers | Customers 


Customer Finding Finding Total 
Group : Service Self-Service Number 
More More 


Satisfactory | Satisfactory 





Chain store main place of pur- 
chase of fruits and vegetables. 18 82 135 


Independent store main place of 
purchase of fruits and vege- 
NS Mc cvancnaacaeiee Rate 34 66 284 





All customers............. 29 71 374 














* The two groups add up to more than the total because there were some women 
who bought equal amounts at the two types of stores and who differentiated their re- 
sponses accordingly. 


buy fresh fruits and vegetables. Twenty-nine per cent thought 
that the use of the clerk’s service was most satisfactory. When 
the women in the first group were asked the reasons for their atti- 


vegetable department is more profitable in a self-service store than any other de- 
partment for the amount of space it occupies.” Maynard, Weidler, and Beckman 
(op. cit., p. 126): “Highly perishable goods . . . . cannot be handled successfully 
by this [self-service] plan . . . . as in the case of some vegetables, which customers 
do not care to handle on account of the moisture or earth adhering to them.’’ Con- 
verse says: ‘‘Limitations of the self-service method: Vegetables and fruits can be 
chosen by the customer but must be wrapped and weighed” (Marketing Methods 
and Policies, p. 313). 
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tude, 62 per cent said that they felt a lack of trust in the clerk." 
In expressing this belief that vegetable clerks were not dependable 
in selecting merchandise, many connected this condition with the 
fact that clerks were changed so frequently that no feeling of 
trust could develop. The second major reason for being more 
satisfied with self-service—given by 21 per cent—was the sheer en- 
joyment of choosing items by one’s self. Five per cent of the 
women thought this system saved their time, and 7 per cent con- 
sidered their knowledge to be superior to the clerk’s (see Table g). 


TABLE 9 


REASONS WHY SELF-SERVICE IS MORE SATISFACTORY 
THAN SERVICE IN BUYING FRESH FRUITS 
AND VEGETABLES 

















PERCENTAGE Reasons GIVEN 
TOTAL 
CUSTOMER rae NUMBER 
Group Can’t — Enjoys REASONS 
More 7. : Saves Pc 
Trust Choosing ; GIVEN 
Clerk than on Time 
- Clerk _— 
Chain store main place 
of purchase of fresh 
fruits and vegetables 67 q* 22 4* 222 
Independent _ store 
main place of pur- 
chase of fresh fruits 
and vegetables..... 62 9* 24 a 254 
All customers. .. . 67 9* 21 as 386 




















* Insignificant differences between the starred percentages in each customer group. 


Among the customers who found the service system more satis- 
factory, 47 per cent gave trust of the clerk as the chief reason. 
The clerk’s superior knowledge was the second most important 
reason (23 per cent of the comments). Other reasons for being 
more satisfied with service were: inconvenience of weighing 
items, 11 per cent; dislike of handling items, 7 per cent; saving 
of time, 6 per cent; dislike of customers’ handling produce, 6 per 

*3 Only those comments which directly mentioned the clerk were placed in this 


category. Statements which perhaps implied mistrust, such as “‘want to get the 
best by helping myself,” were not included here. 
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cent. Women’s estimate of the clerk—both as to knowledge and 
as to trustworthiness—seems a very real factor in building up a 
clientele which will be satisfied by service in the fruit and vege- 
table department. Many stores, because of the large amount of 
spoilage of produce by customer handling, would definitely prefer 
to operate this department entirely on a service basis if they could 
at the same time keep customer good-will. The attitudes revealed 
here indicate that it might be possible for stores to meet this diffi- 
culty by a more careful selection or training of clerks for this de- 
partment. 

Of all women who considered self-service the best on the whole, 
73 per cent found service more convenient for some items. On the 
other hand, only 48 per cent of the “service” customers felt a 
need for some self-service. It would seem, therefore, that the 
majority of women found a combination of the two systems the 
most convenient. Difficulty in handling was the most important 
reason why women found service more convenient for some pro- 
duce even though they considered self-service more satisfactory 
on the whole. This factor, which constituted 63 per cent of the 
total reasons given, was expressed as: “hard to handle,” 31 per 
cent; “soiled items,” 14 per cent; and “items generally hard to 
handle,” 18 per cent. The clerk’s superior knowledge was the 
second most frequently mentioned reason, named by 27 per cent. 
Other reasons given were: uniformity of quality, “saves time,” 
and trust in clerk. 

With the proportions known of the women who now find one 
or the other system the more satisfactory, and the number of each 
who finds a combination best, information as to their actual 
preferences was secured. Whereas the proportions which con- 
sidered service or self-service as the more satisfactory system were 
29 and 71 per cent, respectively, these proportions became 63-37 
in favor of service when preference was measured (see Table 10). 

A résumé of the various aspects of women’s attitudes toward 
service and self-service in fruits and vegetables reveals the follow- 
ing points: (1) The majority—71 per cent—considered self- 
service to be the more satisfactory at present. (2) Of the total 
number who believed a combination of the two systems was 
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necessary for satisfaction, the following was true: a larger pro- 
portion of the women who waited on themselves needed service 
than dia the women who were more satisfied with service, need 
self-service. (3) The major reason given by those more satisfied 
with self-service was lack of trust in the clerk. In view of the 
fact that the majority of women now choose self-service because 
they feel a mistrust of those who wait on them, and actually pre- 
fer service, it follows that this aspect of personnel might bear 
further investigation. (4) Moreover, 74 of the women who pre- 


TABLE 10 


CUSTOMER PREFERENCE FOR SERVICE OR SELF-SERVICE 
IN THE FRUIT AND VEGETABLE DEPARTMENT 














initia Mile Service Self-Service Total 
; Stites (Per Cent) | (Per Cent) Number 
Chain store main place of pur- 
chase of fresh fruits and vege- 
ee pe rene 55 45 152 
Independent store main place of 
purchase of fresh fruits and 
DR cigedalamathn taeias 65 35 282 
pe ere ee 63 37 373 














ferred self-service had to use service for some items because of 
the need for weighing, bulkiness, or soiled goods. For this group 
of women, therefore, improvement in the method by which fruits 
and vegetables are placed on the display tables would enable 
them to wait on themselves completely and thereby enjoy the 
self-service that they prefer. That attention has been paid to 
some aspects of this deficiency is seen by the fact that consider- 
able experimentation has been going on in the wrapping of pro- 
duce."4 (5) Twenty-nine per cent of all women interviewed find 


14 Cf. ‘‘Potatoes Are Packaged and Advertised,’”’ Printers’ Ink, July 4, 1929, p. 
152: ‘‘The Textile Manufacturers’ Association made a successful test of selling 
15 lb. sealed cloth bags of potatoes in Buffalo. In a survey among housewives in 
Chicago, one of the points in favor of this sealed bag was the women’s reluctance to 
rely on the clerk’s selection of goods.” (This tallies with the results of this survey 
on women’s lack of trust in the vegetable clerk, discussed on pp. 246 ff.). ““New Gro- 
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service more satisfactory at the present time; 73 per cent of those 
finding service best on the whole want some service; and 63 per 
cent of all the women actually prefer service. These three facts 
point toward the importance of service in the fruit and vegetable 
department. 

Analysis of the customer groups reveals that the significant 
differentiation of attitude toward the fruit and vegetable depart- 
ment lies between the independent- and chain-store patrons. 
Eighty-two per cent of the women buying such commodities at 
chain stores considered self-service necessary for satisfaction ; only 
66 per cent of the women securing them at independent stores had 
this attitude. It is significant to note, then, that service is almost 
twice as important where the independent vegetable store is the 
source of supply (34 per cent) as where the chain store is patron- 
ized for vegetables (18 per cent). Inasmuch as the majority of 
women (63 per cent) were seen to prefer service, it would seem, 
then, that the independent vegetable store has met consumer 
desires on this point more than has the chain-store vegetable de- 
partment. An indication of this might be seen in the fact that, 
of 288 chain-store grocery customers who were asked where they 
bought most of their fresh fruits and vegetables, 48 per cent 
answered in favor of the independent vegetable store. Thus, de- 
spite the strength of the convenience factor making for the com- 
bination store, almost one out of every two women in this study 
who buy groceries at the chain store goes to an independent outlet 
for her fresh fruits and vegetables. The women’s belief that they 
can rely on service to a greater extent here may account for this 
fact as well as may any advantages as to quality, variety, or price. 


cery Bags Have ‘Show-Window’ Feature,” Retail Grocers’ Advocate, February 21, 
1935, Pp. 5: ‘“The United States Department of Agriculture has made a cotton bag 
for potatoes and onions, which has a show window.” 











AN APPLICATION OF STATISTICAL METHOD TO 
THE ADMINISTRATIVE CONTROL OF 
STEAM CONSUMPTION* 


W. S. BARD? 
I 


BUSINESS executive receives a variety of accounting 
and statistical reports. He must analyze the data in 
these reports and judge the efficiency of the operations 

under his control. Such analysis involves comparisons of per- 
formance for the current period with that of previous periods and 
comparisons among similar operating units. Unfortunately, ex- 
traneous factors not subject to control often affect the data and 
interfere with judgments of comparative efficiency. In some cases 
the executive can mentally make allowance for such distortion, 
but frequently the data should be adjusted by the accountant or 
statistician before being used for administrative control. 

The possibilities of using correlation technique to effect this 
adjustment are not generally appreciated. If the extraneous fac- 
tors are measurable and a reasonable amount of past experience 
is available, correlation technique may be used to eliminate from 
the data the influences of these factors. At the University of Chi- 
cago this technique has been employed to develop an administra- 
tive report for use in analyzing the effectiveness of control of 
steam consumption. 

On the University campus steam is supplied to approximately 
seventy-five buildings by a central power plant. This steam is 
used for various purposes, chiefly for heating the buildings. The 


t The method here described has been developed for use in the Department of 
Buildings and Grounds at the University of Chicago. The author is indebted to 
many members of that Department for his materials and for tutelage in the funda- 
mentals underlying steam consumption, and to Professor T. O. Yntema of the School 
of Business, whose guidance and suggestions have made this study possible. 


* Mr. Bard is a student in the School of Business of the University of Chicago. 
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consumption in each building is measured by one or more meters 
which are read each month. 

The principal factor which determines the consumption of 
steam for heating is the outside temperature. If the amount of 
steam consumed is plotted against a measure of temperature, the 
dependency of consumption upon temperature can readily be ob- 
served (Fig. 1). As a measure of temperature the degree day unit 
is commonly employed. A degree day is 1° of temperature differ- 
ential below 65° for 24 hours, and is computed by subtracting the 
daily mean temperature from 65°. Thus a day with a mean tem- 
perature of 59° yields 6 degree days. The purpose of the degree 
day unit is to provide a positive measure of temperature dif- 
ferential free from the influence of temperatures above the point 
where heating consumption ceases; it is based on the assumption 
that when the average temperature is 65° or above no steam is 
used for heating. 

A curve can be drawn to describe the relationship between 
average steam consumption and degree days. The deviations of 
observed consumption from this curve are the result of factors 
other than temperature. It is these deviations that are impor- 
tant to the executive. By comparing the current deviation with 
an average of past deviations, he can judge whether or not current 
heating consumption is satisfactory. 

At the University this method was applied to buildings whose 
consumption is measured by sixty-eight building meters and sev- 
eral master meters and check meters. For each building steam 
consumption was plotted against degree days by months for the 
fiscal years 1933-34, 1934-35, 1935-36, and 1936-37. Several 
years’ data were used, since the data of one season often were in- 
adequate to determine reliably the relationship between steam 
consumption and temperature. 

In the scatter diagram for each building a curve was drawn to 
show the average consumption of steam as a function of degree 
days. Since some buildings had slight upward or downward trends 
in consumption, the observations of each individual year were 
plotted in a different color and the curve was located at a level 
appropriate for the most recent year. 
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These curves were fitted between 150 and 1,400 degree days per 
month. Below 150 degree days per month little consistent rela- 
tionship between consumption and temperature is found because 
of the irregularity of heating use in these months. In such a 
month, usually June or September, it is not always necessary to 
turn on the steam on days when the temperature is slightly below 
65°, partly because of heat storage from preceding warm days. 
The 1,400 degree day limit was set because too few observations 
(only one in the period covered) lay outside this range to deter- 
mine a curve. In Chicago no month with normal temperatures 
will have more than 1,400 degree days. 

After drawing a curve to represent the average or normal steam 
consumption, the deviations of actual consumption from the 
curve for each month were read off the chart and set down in a 
table. Asa measure of variation in these deviations for each build- 
ing the semi-interquartile range (quartile deviation) was em- 
ployed. This measure was chosen because it is free from the in- 
fluence of the most extreme observations and because it may 
easily be computed. 

Some question arose as to whether the deviations of actual con- 
sumption from the curve should be measured as a percentage of 
the normal represented by the curve or in terms of an absolute 
amount of steam. The latter was preferred because the charts 
showed that the average size of the deviation in absolute amounts 
was more nearly constant throughout the range of degree days 
than the corresponding measure in percentage terms. There was 
in some buildings, however, a tendency for the average size of the 
deviations to increase, but less than proportionately with steam 
consumption. Consequently, it appeared that a satisfactory meas- 
ure of maximum permissible deviation of actual consumption 
from norma! would be some multiple of the semi-interquartile 
range of these deviations measured in absolute amounts.’ 

For current control the steam consumed in each building is 


3 The size of the semi-interquartile range was found to be related to the size of 
the building. In those buildings in which the range is large compared with cubage 
an effort should be made to lower the range by watching the building more closely. 
A similar technique can be applied to the curves. If normal steam consumption is 
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plotted on the chart against degree days for the month. The de- 
viation from the curve is measured, and this deviation is then di- 
vided by the semi-interquartile range for the building.‘ 

These ratios are set down in tabular form in a monthly report 
comparing all buildings (Fig. 3). In order that the ratios may be 
interpreted with regard to seasonal variations and the general 
trend, the median of the ratios for all buildings is computed each 
month. A frequency table of the ratios is included to facilitate 
judging the effectiveness of control for the campus as a whole. 

If the quartile deviations were accurately determined and if 
proper allowance were made for trends in consumption in certain 
buildings, 50 per cent of all the ratios would be within the range of 
+1. If, furthermore, the deviations from the curves were 
normally distributed, 95 per cent of all the ratios would be within 
the range of +3. The distribution of the ratios at the University 
for the 1936-37 season, while it is symmetrical, is not normal, 
as a higher than normal percentage of the ratios exceed + 3. 


DISTRIBUTION OF DEVIATION RATIOS FOR ALL BUILDINGS* 


(1936-37 Season) 


Size of ratio...... { Under —3to —1to —.g9to+1to +3to Over 
—-5 —4.99-2.99 +.99 +2.99 +4.99 +5 
Number of ratios . 15 22 99 270 104 23 II 
Percentage of 

ere 2.7 4.1 18.2 49.6 19.I 4.2 2.1 


* Corrected for trends in the various buildings. 


This is probably because of the nature of the errors which cause 
large ratios. Steam meters must be watched carefully or they will 
register improperly. Experience has shown that in most instances 
ratios larger than +6, and in many instances those larger than 
+ 3, indicate that the meter is in error. Hence some of the devia- 
tions from the curves are not truly random fluctuations. Those 


divided by the cubage of the building, building-to-building comparisons can be 
made. Peculiarities of consumption per unit of cubage can then be detected and 
subjected to investigation. 

4 Fairly satisfactory control can be obtained by merely keeping the scatter dia- 
grams up to date and noting when any entry is extraordinarily high or low. 
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Steam ConsuMPTION IN M Ls. Deviation Ratio 
METER o- or Or poem 
NuMBER UILDING er or EVIATION ss 
Actual Normal Under oy pipes 
Normal 
Bint maces Total steam 58,362 54,463 +3,900 See. Boséese +3.9 
East area 7,495 0345 +1,150 Se Sees +5.1 
Belfield E. 325 24 + 79 11 ” Dsiannnece 
Belfield W. 74 9 i+ 75 18 WO Biceccccess 
Blaine 1,43 155 =- 885 59 SED feeccecces 
Graduate Ed. 19 788 + 31 23 | See 
Ida Noyes 1,176 1,051 + 125 68 ae Bicadneesee 
ee Sunny Gym. 801 688 | + 113 22 BGS Beccennse 
eee Temp. Gym. 210 232 — 22 a1 We “Bidetesndes 
SUMMARY 
DISTRIBUTION OF Ratios THis MONTH 
NUMBER OF BUILDINGS a, 
Size or Ratio ‘ , " , oa 
Group ;roup ;roup jroup jroup | Group ‘ 
5 6 8 7 and 9 3 ‘ Total TOTAL 
0 eer 2 2.9 
+5 to +5 7 10.3 
+4 to +4 4 5-9 
+3 to +3 4 5.9 
+2 to +2 I 1.5 
+1to +1 11 16.2 
o to +.99 13 19.0 
oto —.99 12 17.7 
—z to —1 5 7.3 
—2to-2 4 5.9 
—3 to —3 4 5-9 
—4to —4 ° ° 
—§ to —S. ° ° 
Under —6 I 1.5 
Median of all ratios, +0.58 
RECAPITULATION 
Deviation Ratio ME- 
METER NAME OF — 
NUMBER BuILpING - — 
Sept.| Oct. | Nov.| Dec. | Jan. | Feb. | Mar.| Apr. | May | June} YEAR 
Total steam +1.1/+3.5\+ .6 |+ .4 |+3.9 
East area ..|—~ 6)+ .4/—2.0 |+12.5 | +5.1/..... 
Belfield E. — .7| Oo |—1.7 |+2.0 |+7.2 
Belfield W. |..... +2.3) —2.3/—2.2 |+2.2 |+4.2].....].....]....0]-.eefeeeeee 
Blaine — i+ .8/—3.6 |—2.3 |—1.9].....].....].....].. cde e wees 
Graduate Ed. — 8) —1.2a)—1.7 [—4.6 | +1. 
Ida Noyes —1.1) —1.1/+1.6 |+2.5 | +12. 
Sunny Gym. |..... = PISS FT eZ LPB [PSB . oe che vcccfecccsfeccccfeccecs 
Temp. Gym. |..... BQ —B.OIPEE F— BG [HBB]... cede ccccdecccsfecccsfeccees 
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deviations which are due to errors in the meters will tend to widen 
the distribution beyond that normally expected. 

Since the normal curves and the quartile deviations for each of 
the buildings are for the most part based on the previous year’s 
performance, any change or trend in the amount of steam con- 
sumed in a building from year to year will be indicated by the 
ratios over the period of a few months. In order that trends may 
be noticed a recapitulation table is included in the monthly 
report. 

At the end of each heating season the curves should be 
adjusted in those buildings that show a trend. In cases where 
the trend is the result of changes in heating use, the curve will be 
raised or lowered proportionally in all ranges, while it will be 
raised or lowered by a more or less fixed amount if the trend is due 
to changes in equipment consuimption. Hence the adjustment 
necessary provides a clue as to where the trend lies, and, if such 
a trend is felt to be contrary to expectation, its causes should be 
investigated. 

The current ratio of a particular building is most significant 
when compared with the ratios in that building over the past few 
months and when compared with the ratios in similar buildings. 
In addition, on the basis of the foregoing distribution table, ratios 
greater than 3 (in absolute value) can be regarded as significant 
departures, while ratios over 4 or 5 indicate that an investigation 
of the building should be made and the cause of the departure 
determined. 

In one building the ratios grew larger each month while the 
ratios of similar buildings in the group remained normal. It was 
known that there were many small leaks in the supply lines in the 
basement, but the significance of the waste through these leaks 
became most apparent the month after the leaks were repaired, 
when the ratio dropped to normal. 

Some of the buildings are equipped with a flow meter to 
measure the steam as it enters the building and with a condensate 
meter to measure the condensate returned. The condensate meter 
serves as a check on the other meter. The condensate meter 
should read consistently lower than the flow meter, since some 
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steam is bound to escape, especially when certain types of equip- 
ment uses are included in the metering setup. The differential 
values of the curves for each meter provide a basis for estimating 
the amount of steam so consumed. 

In one such building the ratios for both meters were low, but 
the ratio for the flow meter became progressively lower than the 
ratio for the check meter. Eventually the actual reading on the 
check meter was the higher, proving that the flow meter was in 
error. The deviation ratio pointed this out in the early stages. 

Another application of the curves is found in those instances in 
which it is necessary to estimate consumption. This happens 
when the meter is removed for repairs or is found to be in error. 
The curves should also be useful for making budget forecasts. 

In the months with less than 150 degree days there will be only 
a small amount of steam used for heating. The other uses of 
steam, however, should be subjected to some kind of control. 
These are hot-water heating, equipment uses, and line losses;$ in 
most buildings they are metered separately. This consumption 
was found to be nearly constant, with hot-water and equipment 
uses increasing slightly during the heating season, while line 
losses showed a tendency to decrease in some cases and to in- 
crease in others. The variation, however, is for the most part 
unrelated to temperature. An average, with an appropriate range 
of error, is sufficient to control these uses if proper allowance is 
made for seasonal variations due to the closing of school. This 
type of consumption is so nearly constant during the heating 
season, and is such a small proportion of heating uses, that, in 
those buildings in which all consumption is metered together, the 
inclusion of line losses, hot-water heating, and equipment uses in 
the heating curve detract only slightly from its validity. 


5 Line losses are technically the heat dissipated through the lines during trans- 
mission, and hence should tend to increase when the temperature differential in- 
creases. But, as here used, line losses include steam lost through leaks, which tends 
to be greatest at the end of the season, before repairs are made. In addition, when a 
meter reads low, as some do when only a small amount of steam is being consumed, 
the steam which is unmeasured by these meters will be included as line loss from the 
supply lines. This tends to increase line losses in the summer months. 
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II 


A brief list of some of the factors which determine steam con- 
sumption will aid in analyzing the results obtained by using the 
deviation ratio to adjust steam-consumption data. 


FACTORS WHICH DETERMINE STEAM CONSUMPTION 


I. The weather 

a) Temperature 

b) Wind direction and velocity 

c) Hours and intensity of sunshine 

d) Humidity 
II. The peculiarities of the building 

a) Size of building 

b) Construction of building: walls, roof, windows, exposure, ventilating 

system, size of rooms, etc. 

c) Heating system: degree and extent of direct and indirect radiation, 
degree of balanced radiation, insulation of pipes, modernity of 
system, etc. 

Heat-control system: degree and extent of automatic control and 
manual control, type of automatic control, etc. 
e) Steam metering system: type and accuracy of meter, inclusion of 
other than heating consumption, etc. 
f) The use of the building: type of use, irregularities of use, hours of 
use, heating schedule, demands of occupants, etc. 
III. General influences 
a) General level of activity 
b) General policy of steam conservation 
IV. Any change in any of the factors listed above. 


d 


— 


The influence of the uncontrollable factor, the weather, is for 
the most part eliminated by using for a standard the steam con- 
sumption as a function of degree days. The temperature is the 
most important variable in the weather which affects consump- 
tion; the other variables in the weather are closely related to 
temperature. Significant departures from the normal relation- 
ships between temperature and the other factors in the weather 
can be noted before examining the ratios. 

The influences of the peculiarities of the building, in so far as 
they are related to the temperature, are allowed for in the slope 
and shape of the average consumption curve and by the size of the 
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quartile deviation. For instance, in buildings where other than 
heating uses are included in the meter readings, the curve is 
raised to include the amount so used, and, in general, the quartile 
deviation tends to be increased because of the more extreme 
variations in equipment use. The treatment of trend eliminates 
the year-to-year influences of the general level of activity and the 
general steam-conservation policy. The ratios, where they behave 
abnormally, point to changes in one or more of the factors and 
indicate in which buildings closer supervision is needed. 

Briefly, the curve, the quartile deviation, and the treatment of 
trend eliminate from the data the influences of the more perma- 
nent characteristics of the buildings and the influence of the 
uncontrollable variable, the weather. The resulting deviation 
ratio indicates the efficiency of control of the remaining variables. 
The most important of the controllable variables in each building 
are the policy in the individual building concerning the elimina- 
tion of wastes, such as opening of windows, leaks in lines, improper 
functioning of heating equipment, excessive equipment and hot- 
water uses, adjustment of heating schedule to demands of the 
building, etc., and the improper functioning of meters. The 
deviation ratio provides a means for measuring the results 
accomplished by control of these factors. 

Examination of the curves of steam consumption as a function 
of degree days for the various buildings discloses three distinct 
types: straight line, convex upward, and concave upward (Figs. 
2, 4, 5). No general explanation of these three types of curves can 
yet be ventured, but the straight line seems to be most frequently 
found in the smaller residential type of building, the concave 
upward curves in buildings with predominately indirect radia- 
tion, and the convex curves in buildings with predominately 
direct radiation. 

The convex curves (increasing efficiency with increasing degree 
days) are the most frequent. This seems valid, since there is a 
tendency to overheat in the warmer months and to underheat in 
the colder months, owing in part to the changing comfort demands 
of the occupants. As the weather becomes colder the average 
temperature approaches the design basis of the building, and 
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greater operating efficiency may be expected. There is also a 
large amount of heat wasted by occupants who open windows. 
This practice is much more common in the warmer months. 

The curves which describe the relationship between steam 
consumption and temperature may also be approached by con- 
sidering a general formula which has been found to fit closely 
most of the empirical curves. 

In some buildings steam is consumed for hot-water heating, 
equipment uses, and line losses. Since this consumption is 
relatively constant and roughly unrelated to temperature, it can 
be designated in any particular building by the constant A (the 
intercept of the Y-axis when the curve is extended). Heating 
consumption, since it is dependent on heat loss through the 
exterior of the building—a direct function of the temperature 
differential between the inside and the outside of the building— 
can be represented by BX, in which X is degree days and B is a 
constant peculiar to the building. The empirical curves show 
that there is also what might be called an efficiency term which 
increases in importance as the weather becomes colder. This term 
may be either positive or negative and can be designated as CX. 
The inclusion of a term in X? gives sufficient flexibility to the 
function so that it describes the empirical curves satisfactorily. 
C is constant for any particular building. 

Thus the general equation for steam consumption, 


Y.=A+BX+CX:, 


in which Y, is steam consumed and X is degree days. 

This function involves the assumption that the efficiency fac- 
tor increases continuously and uniformly (there is no point of 
inflection and the second derivative is a constant). This assump- 
tion is justified by inspection of the curves. 

The function was fitted by least squares to the scatter diagrams 
of five meters in the Medical Group (Fig. 1). Indices of correla- 
tion exceeding 0.90 were found. These high correlations indicate 
either that temperature is the principal consumption-determining 
factor in the weather or that the other factors in the weather are 
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so closely related to temperature that it serves as a reliable 
measure to which to relate steam consumption. 


III 


In the course of this study it has been necessary to examine 
several of the concepts in use in the analysis of steam-consump- 
tion data. The results of this investigation may prove of interest 
to those who work with similar materials. 

The degree day concept originated in the gas industry and has 
since come into general use, to the extent that the United States 
Weather Bureau now includes degree days in its reports. The 
degree day attempts to measure the average temperature differ- 
ential between the inside and outside of buildings all over the 
country. A mean temperature of 65° has been set as the average 
degree day base for all buildings. The National District Heating 
Association in an analysis of 175 buildings of various types found 
an average base of 66°, ranging from 56° to 72°.° The staff at the 
power plant of the University has found an average base of 69° for 
the campus as a whole. 

The method used to determine the base for a particular building 
is to plot average daily consumption each month against average 
temperature for the month and to draw a curve to describe this 
relationship, neglecting the observations in months with high 
average temperatures. The point where the curve crosses the 
temperature axis is the degree day base for the building. This is 
only an average base, as the demands of the building may vary 
from month to month and from day to day.’ This method can be 
used only in buildings where heating consumption is metered 
separately. 

The curves used in this study could have been fitted against 
average temperature rather than degree days, but in spite of an 
admitted inaccuracy involved in using a standard degree day 

© Report of the Commercial Relations Committee of the National District Heating 
Association (1931-32). 

7 This method can be approximated by extending the curves in the degree day 
scatter diagrams to the base line and determining the X-value at that point. Divid- 


ing this by 30 days per month gives the amount by which the base for the building 
is above or below 65°. 
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base, this seemed to be the better measure. In the colder months 
the relative positions of the observations, with respect to each 
other and with respect to the curve, are unaffected by the use of 
either method. In the warmer months the degree day describes 
the relationship more closely. The standard 65° degree day base 
was used, since the slightly increased accuracy does not justify 
the labor involved in changing the base. 

At present there is in use at the University a control figure 
called “Factor X,” pounds of steam per degree day per one 
thousand cubic feet of building space. Factor X is computed each 
month for each building. Similar control figures with various 
titles are in extensive use in other sections of the country. 

In Factor X the elimination of the variable “size of building”’ is 
accomplished by dividing the consumption by the cubage of the 
building. A similar division by degree days is used to eliminate 
the influences of variations in temperature. The resultant figure 
might be expected to be a constant for any particular building, 
on the theory that heat loss is proportionate to temperature 
differential, but in actual use Factor X varies greatly. Because of 
this variation, month-to-month and building-to-building com- 
parisons are not entirely satisfactory. 

The reasons for this variation are found in what may be called 
“statistical” difficulties in Factor X. If the proper function of 
temperature is substituted in the Factor X formula, 


Steam consumption A+ BX + CX? 
Degree days = X 


1,000 cu.ft. = 1,000 cu.ft. 











Factor X = 


“+ (B+CX) 


1,000 cu.ft. 





or 


The effect of the A-value, representing equipment uses, is to 
make the curve of Factor X plotted against degree days the 
addition of an equilateral hyperbol.. A/X, to a straight line 
(B+CX). The distortion from a straight line depends on the 
relative size of the A-value, but in many buildings it is large 
enough to have a substantial effect (Fig. 7). In any building 
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without equipment use there will also be an A-value if the true 
degree day base of the building is not 65°. The Factor X curve 
will be affected to the extent that the true base differs from the 
standard base (Fig. 6). 

If the true degree day base were used in computing Factor X 
for each building, a material change would result in this figure. 
In a building with a true base of 66°, the value of X in the fore- 
going formula would be increased 30 degree days and the A-value 
eliminated (if heating consumption were metered separately). 
The change in Factor X for the building would be considerable, 
especially in the lower degree day ranges, yet the adjusted figure 
would probably be the more accurate. For this reason building- 
to-building comparisons of Factor X are likely to be misleading. 

Since in actual practice the amount of steam consumed deviates 
from the functionally described amount, the Factor X formula 
becomes 
A + BX + CX? + Deviation 

X 
1,000 cu.ft. 








Factor X = 


A Deviation 
X + (B+ CX) + _—— 


1,000 cu.ft. 





or 


As the size of the average deviation is not proportional to the 
amount of steam consumed, but rather tends to be constant in 
all ranges of degree days, the average effect is that Factor X 
deviates from its curve more in the lower than in the higher 
degree day ranges (Figs. 6, 7). This is due to the increasing size of 
the term Deviation/X as X becomes smaller. This makes com- 
parison of the Factor X of months with different degree days 
unsatisfactory. 

Still another difficulty with Factor X is due to the lack of 
standardization of the method of measuring building cubage. 
Comparison of the Factor X of a group of buildings with another 
group where a different method of measuring cubage is used is 
misleading. To overcome this difficulty the more standardized 
measurement, square feet of radiation, is sometimes substituted 
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for cubage in the Factor X formula. The square feet of radiation 
should be directly related to the size of the building, with adjust- 
ment for exposure, heat-transmission factor of walls, etc., and 
hence it should serve as a fairly reliable measure of size of build- 
ing. 

Investigation of the relationship of radiation to cubage in the 
buildings on the University campus shows that this relationship 
holds true except that the buildings should be classified into three 
or more distinct groups: those that are overradiated, those that 
are normal, and those that are underradiated. If the influence of 
size of building is eliminated by dividing by radiation, incom- 
parability of these three groups results. 

Factor X can be a valuable concept but should be used with 
care. An adjusted Factor X, based on a smooth consumption 
curve rather than actual observations, with the proper degree 
day base for each building and a standardized cubage measure- 
ment, should prove a useful tool for research in analyzing the 
heating requirements of various types of buildings. 

As a control figure the deviation ratio—simpler, more empirical, 
easier to calculate, and free from the inaccuracies of Factor X—is 
better adapted to practical use. 








MUNICIPAL WATER-UTILITY MANAGEMENT 
E. GROSVENOR PLOWMAN"™ 
MANAGEMENT AT THE TRUSTEESHIP LEVEL 
WHY A TRUSTEESHIP LEVEL? 


N A small private business, all management activities are con- 
centrated in the owner, who assumes full responsibility and 
has full authority. In the large private business, different 

types or levels of management activity have developed, at the top 
of which is customarily the board of directors, a group representa- 
tive of the owners. Except in the very largest businesses, with 
widely diffused stock ownership, this board of directors may be 
said to be, in practice, the ownership group. 

The moment a proprietary activity or business enterprise is 
purchased or established by a government, some sort of trustee- 
ship level of management must be created. It is impossible for 
the thousands—perhaps millions—of citizen-owners to manage 
the business personally. Nor can any single person or group of 
persons, no matter how elected or appointed, be said to be the 
owners of the business and therefore entitled to the rights and 
subject to the responsibilities of the private board of directors. 
The elected or appointed top management level in the case of the 
public business is necessarily a sort of trusteeship level. He or 
they have in some manner been legally clothed with power to 
manage a business they do not and cannot own, in any personal 
sense. “Trusteeship” is used here in its broadest sense, to indicate 
responsibility to the public rather than to imply any uniform 
legal responsibility. 

TYPES OF ORGANIZATION OF THE TRUSTEESHIP LEVEL 

Municipal water-utility organization commonly follows one of 
four general patterns: 


1. The water utility may be incorporated into the older city 
departments more or less completely. In such cases the trustee- 


* Professor of marketing and business research, University of Denver. 
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ship level consists of the elected city council and the elected, 
salaried mayor. In addition to his trusteeship duty of approving 
legislation, the mayor is also usually the city’s executive. 

2. The water utility may be more or less completely incorpo- 
rated into the older city departments; but, under the so-called 
“council-manager plan,” the trusteeship role of the elected city 
council and mayor is completely separated from the executive 
function, the latter being delegated to a salaried, appointed city 
manager. The city manager is not a member of the trusteeship 
level group. Instead, he reports to it. 

3. The water utility may be more or less separated from the 
older city departments and put under a separate trusteeship level 
committee, called the “water board.” This elected or appointed 
water board is more or less independent of the city council and 
mayor. 

4. The water utility may be completely separated from the 
ordinary city government and organized under a utility district, 
which has its own trusteeship level, an elected or appointed 
utility district board. Such a board may or may not have other 
utilities under its direction, as well as the water utility. 

5. There are in addition, of course, mixed forms and transi- 
tional forms. Thus the commission form of municipal government 
is a variation of the first plan, often resulting in both an elected, 
salaried mayor and an elected, salaried water commissioner, 
both of whom are partly at the trusteeship level, as members of 
the city council, and partly at the executive level, as department 
heads. 

Examples of the first method of organization in which the 
trusteeship level includes the elected, salaried mayor who is also 
chief executive of the city are New York, Baltimore, Cleveland, 
Chicago, Milwaukee, and El] Paso. Cities where trusteeship and 
executive direction have been separated by means of the ap- 
pointed, salaried city-manager device are Cincinnati, Kansas 
City, Oklahoma City, Dallas, Fort Worth, and Sacramento. 
Cities where the public’s trustees consist of a water board plus, to 
a greater or lesser degree, other public agencies, such as the city 
council, are Erie, Detroit, Des Moines, Louisville, New Orleans, 
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and Denver. This sample is taken entirely from the list of ninety- 
six major metropolitan centers of the United States and indicates 
that these three forms of organization have large and important 
representation. 

This is also true of the fourth form of organization, the separate 
utility district with a mandate direct from the state. Metropoli- 
tan centers where this type of organization predominates are: 
Boston, with its metropolitan water district wholesaling water to 
twenty cities; Washington, with its supply aqueduct under the 
army engineers and its Washington suburban sanitary district . 
created by the state of Maryland to sell water at retail in sub- 
urban areas and for other purposes; Omaha, with its state-created 
utilities district furnishing water, gas, and ice; San Antonio, with 
its city-purchased private water utility operating under a self- 
perpetuating board of trustees until the revenue bonds are paid 
off in 1965; Los Angeles, with its metropolitan water district of 
southern California, building a $200,000,000 aqueduct for Colora- 
do River water, which it plans to wholesale to thirteen munici- 
palities; and San Francisco—Oakland, with its district-type San 
Francisco public utilities commission and its East Bay municipal 
utility district, operating on opposite sides of the bay. 

Mixed and transitional forms of organization are also rather 
common. For example, San Diego, in 1934, had a city council, a 
water commission, a city manager, and a salaried mayor, all hav- 
ing to do with the water-utility’s management. Salt Lake City, 
in 1934, operated under the commission form of government, one 
elected commissioner being designated mayor and another elected 
to the post of water commissioner, both being members of the city 
council. St. Louis, in 1930, operated under a city council and 
mayor by way of a board of public service consisting of the presi- 
dent, the director of streets and sewers, the director of public 
welfare, the director of public safety, and the director of public 
utilities, the city water commissioner reporting to the latter 
official. In these cases it is especially difficult to draw the line be- 
tween the trusteeship and the executive levels of activity. Since 
such plans can be broken down into attempts to develop toward 
the cou:cil-city-manager plan of organization, or toward the 
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semi-independent water-board type of trusteeship level, they have 
been designated as “mixed and transitional’’ and will not be dis- 
cussed further. 

A convenient method of indexing the four main types of organ- 
ization of the municipal water utility is as follows: 

1. The council-mayor plan and the council-city-manager plan 
treat the water utility as a subdivision of the total activities of the 
city. It may be completely “built-in,” like the foreign sales de- 
partment within the total sales department of some private busi- 
ness, or it may be given a high degree of integrated departmental 
unity. As a separate department it might be compared with the 
usual departmentation of private business, the basis of depart- 
mentation being the commodity or the service rather than 
geography or function. This separate departmentation has its 
origin also in the legal distinction between a typical govern- 
mental activity and a proprietary activity for which the munici- 
pality makes a direct charge. 

2. The water-board plan treats the water utility in much the 
same manner as a subsidiary corporation is related to its parent 
holding company. The degree of autonomy of the water-utility 
subsidiary depends partly upon the organization plan, but even 
more upon the trend of the line of decisions concerning this rela- 
tionship. 

3. The utility district is like an independent corporation, 
created as a separate entity by the state. 


DUTIES AND RESPONSIBILITIES OF THE TRUSTEESHIP LEVEL 

When the Detroit water board was created in 1918, the en- 
abling section of the charter made a detailed statement of the 
responsibility and authority of the new board. The following 
summary covers, therefore, the typical duties and limitations of 
the water-utility trusteeship level. 

From the time of purchase in 1836 until 1852 the Detroit water 
utility was managed by committees of the common council. This 
management method gave wy to an independent utility district 
board under a special state law because the council was per- 
mitting annual deficits between income and expense, the latter 
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including debt service. In 1918, when a new charter was adopted, 
the water utility was placed under a subsidiary water board. 

This management comunittee, to which the trusteeship level 
duties and responsibilities have been almost entirely delegated, 
is recognized as an integral part of the Detroit city administra- 
tion. Its four members are appointed by the mayor for four-year 
terms. In the words of the charter, they “shall be subject to re- 
moval from office by the mayor without cause assigned.’”™* 

The Detroit water board is given, by the charter, complete and 
unrestricted power and responsibility over the following matters: 
it appoints its own officers and executives and fixes their duties; it 
accounts for its own receipts and expenditures; it prepares its own 
detailed budget of expenditures; it must meet once a week, and 
“all meetings, records, and accounts of the board shall be public”’; 
it is to operate, maintain, and construct the water system; it may 
enter into contracts for laying of water mains; it determines the 
rates to be charged, which must cover its expenses, including 
water debt service.’ 

The Detroit water board’s power and responsibilities are 
limited in the following manner by the charter: the civil service 
commission has jurisdiction over all ordinary employees; the 
water board determines the compensation of all its employees, but 
this is subject to the approval of the common council; the board’s 
money must be deposited daily with the city treasurer; payment 
vouchers issued by the board are valid only when approved by the 
city controller, who, among other things, checks the expenditures 
against the board’s own budget; the water board must buy 
through the city purchasing agent; it must request the common 
council to institute condemnation proceedings when desired; it 
may make contracts, other than for laying mains, only with the 
consent of the council; it may enter the streets only “under the 
supervision and direction of the commissioner of public works,” 
who charges costs of pavement restoration back to the board; its 
rules for collection of past-due water bills must be approved by 
the city council; it must report promptly on all matters referred to 

™ G. H. Fenkell, A Descriptive Survey (Detroit: Board of Water Commissioners, 
October, 1928), pp. 6-12. 


2 Tbid. 
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it by the city-wide bureau of complaints; it may sell up to 20 per 
cent of its total water consumption outside of the city limits, at 
rates not more than double the inside rates; all “outside-the-city” 
main extensions must be at the expense of others than the board, 
but must be deeded to the board; the water board must report 
annually, or oftener, to the common council, which is given the 
right to enact “‘such ordinances as may be necessary to carry out 
the provisions.” 

The purpose of these latter reservations is twofold. Some are to 
force the semi-independent subsidiary to continue to us¢ certain 
city-wide operating departments of functional type. Other reser- 
vations prevent the water board from having final authority in 
certain matters it is desired to have determined in other portions 
of the trusteeship machinery of the city government. Disregard- 
ing these reservations, we find the Detroit charter has designated 
as trusteeship duties and responsibilities the following: (1) inter- 
nal organization of the board, including appointment of members, 
control of members, appointment of officers of the board and fix- 
ing of their duties; (2) appointment of executives of the water 
utility and fixing of their duties; (3) determining the compensa- 
tion of all employees and the enforcement of civil service provi- 
sions; (4) accounting for receipts and expenditures, and actual 
care of the ‘‘money” itself; (5) preparation and enforcement of the 
budget; (6) making of contracts, instituting condemnation, and 
other legal problems; (7) determination of the rates to be charged 
and of the collection rules; (8) operation, maintenance, and con- 
struction of the water system. 

In Des Moines the subsidiary water board consists of five 
trustees, elected by the city council upon nomination by the 
mayor. Members are elected for six-year terms but may be re- 
moved by the city council for cause. The state law creating such 
boards says that the intent is “to give such boards of water- 
works trustees complete management and control of said water- 
works.””4 

The only important reserved power is the duty placed upon the 

3 Ibid. 

4“Act .... regulating the operating of the water plant [of Des Moines, Iowa),”’ 
Thirty-eighth General Assembly, State of Iowa, pp. 3-8. 
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Des Moines city council to select an expert accountant to examine 
the books at least annually, the report being to the council. The 
law threatens board members and city council members witha 
fine of up to $1,000 or jail up to six months for soliciting support 
or levying political contribution of employees. 

The Louisville water utility illustrates the subsidiary-corpora- 
tion method of organization carried to its logical conclusion of 
actual use of the corporate form. The city of Louisville was one of 
the original stockholders in the Louisville Water Company, 
organized in 1852. By acquisition of additional stock, the city 
was able to name the board of directors in 1906, and in 1907 it 
acquired complete ownership. It did not then liquidate the corpo- 
ration but continued it under the management of the board of 
water works, consisting of five members, one of whom is the 
mayor, ex officio. The other members are appointed by the mayor 
for four-year terms, with the approval of the city council. 

During three of the years of his term, the Louisville member 
serves at the nominal salary of $600 per year. For the fourth year, 
he customarily serves as president of the corporation and is paid 
$5,000 for the part-time duties of the office. The management of 
the water utility is under the complete control of the water board, 
and there are no matters reserved for other parts of the city 
government. 

The San Antonio water utility has been given utility district 
status by the special state law legalizing the purchase in 1925. 
This law created a board of trustees of five, one of whom is the 
mayor. After initial appointment by the mayor, the board has 
been self-perpetuating, filling its own vacancies except for the 
mayor. This will continue until 1965, when the purchase bonds 
will have been paid off. This independent board of trustees is 
given, by the law, complete and sole management and control 
over the San Antonio water utility, including full control of rates.® 

The East Bay municipal utility district was organized as a 
result of studies by a mayor’s committee representing nine 


$’D. D. Gross, Notes on Louisville, Kentucky (Denver: Denver Water Depart- 
ment, June, 1934), pp. 1, 2. 

6 City Water Board, Rules and Regulations (San Antonio: Water Department, 
April, 1934), pp. 9-11. 
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neighboring communities, the largest being Oakland, the territory 
corresponding approximately to the service area of the private 
East Bay Water Company, purchased in 1928. 

The five directors are elected by the voters of the entire East 
Bay district but represent wards. The elected term is four years, 
and the director may run to succeed himself. Maximum earnings 
of the director are $20 per month. 

The East Bay district is a complete governmental unit with the 
power to engage in any kind of utility business within its area. 
So far it has concentrated on provision and distribution of water, 
which has led it into production and wholesaling of electricity. 
The district may issue bonds, upon vote of its citizens, within its 
debt limit. It may, and does, use a tax levy to make up the differ- 
ence between revenue and expense. Its area may be expanded or 
contracted by the election route. 

The only substantial difference between the East Bay district 
and a municipality is that the former is strictly limited by law to 
the proprietary type of activity, the so-called “economic services,” 
such as water supply. It differs from the private corporation in 
having the power to tax in order to make up its deficits between 
income and expense, and in being managed by a committee, not 
of owners, but of elected trustees.’ 

Summary.—The five water utilities discussed above provide a 
scale of variation from the semi-independent subsidiary-corpora- 
tion type of organization, through substantial independence, to 
complete independence. In the case of Detroit the trusteeship lev- 
el of management is performed by the city council, the mayor, the 
civil service commission, and the water board, the latter having 
had delegated to it most of the important duties of management. 

In the case of the East Bay district, on the other hand, com- 
plete power, including the power to tax, resides in the utility 
district board of trustees. Des Moines, Louisville, and San 
Antonio fill the gap between the two extremes of organization. 

Basically, the trusteeship management level, in the water 
utility, is the general management level. The responsibility laid 
upon the trustees is to operate the business, to co-ordinate and 


7A. P. Davis, Annual Report (Oakland, Calif.: East Bay Municipal Utility Dis- 
trict, 1927), pp. 12-14. 
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control its resources, human and physical, in order to render the 
best possible water-supply service. 


THE MUNICIPAL WATER-UTILITY’S TRUSTEES 


Study of various water boards and utility district boards leads 
to the conclusion that, as a class, the water-utility’s trustees are 
high-type citizens who take a sincere interest in their duties and 
who work long hours at little or no pay. With management and 
policy power divided equally among the board members, the 
opportunity for personal profit or “graft” is small and seems to be 
very rare. Board members do exact petty favors from their water 
utility, such as patronage rights to place friends in employment, 
and rather often welcome promotion from honorary pay to one of 
the higher salaried positions with the water utility. Rarely could 
it be said, however, that such perquisites as are exacted exceed 
what the directors of a private corporation would consider reason- 
able. 

Boards tend to be composed of older men. It is a mistake to 
think of water-utility trustees as being unimportant men. It is 
more correct to think of them as being “safe’’ men, whose attitude 
on various problems important to the appointing power has been 
tested by years. 

An outstanding reason why younger men will not ordinarily 
serve on water boards is the usual charter or state prohibition 
against personal profit from a governmental position. This is be- 
cause the water utility, in the course of the ordinary year, buys 
from or uses the services of a considerable portion of the more 
important businesses of the community. The younger man, ac- 
tive in business, must not only sacrifice time needed for his own 
work, therefore, but must also sacrifice business profits that might 
otherwise come his way. 

Many older men refuse to serve, when tentatively canvassed, 
because of the rigidity and the implications of the provisions in- 
tended to prevent fraud and graft. Board members must com- 
monly give bond; and older men know that the surety bond is 
sometimes collectible when no fraud has occurred, for example, in 
bank failure with water deposits involved. Viewed in this light, 
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board membership is not an honor to be coveted but a responsibili- 
ty to be dreaded. 

Once a board member has been appointed or elected, the em- 
ployees of the water utility desire the longest possible service by 
this board member. This is because the board member learns 
slowly, as the problems of the business are turned up over a period 
of months of meetings. The board member tends to rely, in his 
early career on the board, too much upon outside experience, how- 
ever valuable, and too little upon actual knowledge of the water- 
utility’s particular problem. The board, with power spread even- 
ly among the members, naturally listens to the “authoritative” 
statements of its members. Length of service is the only possible 
remedy for what might be called the “amateur experting”’ within 
the board of one member upon his fellows. 

Length of service of water-board members is not determined by 
charter provisions but by the degree of deliberate interference by 
the appointing power. Thus the commissioners of water works in 
the city of Erie, organized on quasi-district lines in 1867 by act of 
the Pennsylvania legislature, are appointed by the court of com- 
mon pleas of Erie County for a term of three years. From 1867 to 
1933 there have been thirty-three commissioners, an average of 
eleven for each position. Each commissioner has served, there- 
fore, an average of slightly more than six years, or two terms. One 
served fifteen years, another twelve, six for nine years each. Only 
three members have resigned in office. Only two failed to serve at 
least three years. In only eleven of the sixty-seven years, includ- 
ing the first three, was the board composed of members who had 
not served a total of more than nine years, or three years per 
member. During thirty of the sixty-seven years, the average ser- 
vice of the board was over three and under five years per member. 
During twenty-six years the average service was over five years. 
The post of secretary-treasurer of the board, top-salaried position, 
has never been filled by a person who, before or after, was a mem- 
ber of the board. One such secretary-treasurer served fifty-two 
years in all employments under the board. He died in office, after 
twenty-seven years as secretary-treasurer. 

In contrast with this permanence and long service, with a three- 
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year term, the Denver charter provided for a six-year term for the 
five members of the water board, appointed by the mayor. In the 
eighteen years of existence of the Denver water board there have 
been twenty-three board members, giving an average term of less 
than four years. Eleven board members have resigned during 
their terms of office. Five members have exceeded six years of ser- 
vice, three of these being still in office, reappointed. The longest 
service to date is nine years, the member being still in office. 

Of the six managers to date, two resigned from places as Denver 
water-board members to receive the salaried appointment; one 
had served as mayor and had appointed the board that offered 
him a post. The present top executive, however, is a long-service 
employee, having been originally employed by the private water 
utility before municipal ownership, more than thirty years ago- 

A question of importance is the relative power and duties of 
the board president, usually elected by the board members from 
their own ranks. In Louisville, as already pointed out, the presi- 
dent is paid $5,000 for his year’s service. He has actual presiden- 
tial duties because of the private corporation, still kept alive. 
The East Bay municipal utility district has re-elected the same 
member president, year after year. Although not paid more than 
his associates, the annual reports comment on the fact that he has 
spent part of every business day in his office. Evidently, by com- 
mon consent, his duties are broader than those of the individual 
member. In Denver, on the other hand, the office of president has 
been rotated from member to member and may finally be limited 
to presiding over board meetings and to signing of authorized 
legal documents. 

In general the power of standing committees within the board 
is sharply limited by the legal responsibility resting on the full 
board to pass all binding motions and make all final acts. Stand- 
ing committees tend to be contact and research devices, recom- 
mending final actions to the board. 

The device of “power to act” by which an individual board 
member is given the power to fill in the blanks left in a motion 
already passed by the board is an interesting technique for dele- 
gating power of the board for speed or efficiency reasons. In Den- 
ver such a device has often been used by the board, and many an 
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internal controversy has raged when the manner in which the 
“blank check”’ was filled out by the delegated member is spread 
on the minutes as an accomplished fact. 

The right of the individual member of the trusteeship group to 
give direct personal instructions to any executive or employee is, 
in theory, limited, unless specific management authority has been 
delegated by law or by the board to the member. In practice it is 
a recurring problem, especialiy with respect to the “zealous” 
board member, who, practically retired from active business, 
finds interest and perhaps diversion in field “inspection”’ trips. 
It develops also when the trustee “orders’’ patronage employment 
favors or other perquisites. It is a constant source of uncertainty 
and disruption of organization. 

This brief survey of water-utility trustees, especially as found in 
water boards and utility district boards, indicates that they are, 
in general, well qualified for the work of managing the water 
utility. It is clear, however, that the use of the trustee group as a 
complete “management committee” is hampered by the following 
problems: (1) the length of service of board members is an uncer- 
tainty; (2) the power of the president of the board is limited; (3) 
similarly, standing committees of the board cannot in practice 
acquire power and stability; (4) there is a legal inability to dele- 
gate the authority of the board, even to one of its own members, 
which makes even the device of passing a motion in blank, con- 
ferring “power to act” upon one of the board’s own members in a 
particular case, difficult to use; (5) board members, attempting to 
cut across red tape by giving personal instructions to executives 
or employees, create confusion or raise ethical questions, both 
tending to prevent the board member from exercising any execu- 
tive authority. 


THE MAYOR AND TRUSTEESHIP-LEVEL ORGANIZATION 
This report, up to this point, has shown that the top level of 
management activity in the municipal water utility is of trustee- 
ship, rather than ownership, character. Trusteeship, in theory, is 
as broad a grant of the power to manage as is inherent in the board 
of directors’ device of private business. In practice, as brought 
out in our survey of specialized water-board and utility-district 
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trustees above, there are important limitations upon the ability 
to manage due to the problems of length of service, of internal 
board organization, and of bridging the gap between trusteeship 
and actual operation. 

Use of the council—city-manager plan of organization, as well as 
the specialized water-board and utility-district-board devices, 
attempts to solve this problem by making a distinction between 
the sweeping management powers and responsibilities of trustee- 
ship and another type of executive activity, which, below in this 
paper is designated as “co-ordination.” This additional level of 
management activity, more or less corresponding to the president 
or general manager of a private corporation, is, in such cases, 
organized as a single salaried executive, directly responsible to the 
trustees, called the city manager, the water department secretary 
or manager, the utility district secretary or manager. In this way 
the trustees, without breaking down the legal concept of their 
group responsibility for management, delegate the enforcement of 
their instructions to a paid, personal representative, who is re- 
sponsible to them. 

The council-mayor form of organization, and also the so-called 
commission form of organization, has the effect of designating 
certain members of the trusteeship group, namely, the elected 
may r and, in some cases the elected water commissioner, as also 
having executive responsibility and power. To understand the 
difference between the two methods, it is necessary to visualize 
the status-conferring effect of election for a fixed term to a par- 
ticular office. The mayor, having his own mandate direct from 
the people, can, and does, exercise his executive powers without 
any sense of responsibility to the city council. In a sense, there- 
fore, this method of organization provides for separation of duties 
at different management levels, not for a true pyramid of execu- 
tives heading up to the top trusteeship level. The mayor, heading 
the executive pyramid, is also, by virtue of the veto powers of his 
office, a member of the trusteeship group which exercises a re- 
stricted legislative responsibility. Instead of serving as a bridge 
between trusteeship and operation, the mayor, by virtue of his 
separate mandate from the people, often breaks the top manage- 
ment of the city into two parts. Under such circumstances the 
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city council, instead of being the trusteeship head of the city 
government, comparable to the private board of directors, either 
becomes an annoying dissenter and heckler of the mayor or is 
controlled through party machinery and made subservient to the 
mayor and his party. 

The following outline of some phases of the history of the 
Denver water utility bears directly on this question of what, in 
practice, a mayor’s relations with the water-utility problem tend 
to be. Denver is well suited to this analysis, a sort of “‘jurisdic- 
tional” dispute having gone on for years between the water board 
and various arms of the city government, including the mayor and 
city council. 

In 1909 an appraisal of the Denver Union Water Company was 
made jointly by the city and the company. This appraisal, which 
placed a value of $4,000,000 on water rights and “going value,”’ 
was unpopular with the public. As a result the public, in 1910, re- 
fused to purchase the property at its appraised figure, refused to 
renew the company’s franchise for another twenty years, and, 
having thus expressed dissatisfaction with the council-mayor 
trusteeship activities, created an independent district-type mu- 
nicipal utilities commission. Members were elected for six-year 
terms, were paid a salary, and were instructed to make an offer of 
purchase at about half the appraisal figure, or $7,000,000. When 
this offer was rejected, the public went to the polls again and in- 
structed their commission to construct a “competitive” water 
system at an authorized cost of $8,000,000. Attempts to do this 
proved a costly experiment, since $1,149,600 in bonds was issued, 
being represented at present by a survey that was never used and 
by an irrigation canal system and reservoir of little direct value to 
the city but costing large amounts in water fund contributions for 
annual maintenance.*® 

From 1913 to 1916 the people of Denver experimented with the 
commission form of government. In 1916 the council-mayor form 
was restored. This 1916 plan provided for a strong mayor who 
would be the salaried but elected city manager, as mayors elected 
under the plan have sometimes stated. 

8 The Public Utilities Commission, Report (Denver: City and County of Den- 
ver, 1910), pp. 3-45. 
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In 1918 the public approved the water board amendment to the 
city charter, and purchased the Denver Union Water Company at 
its appraised value. This amendment abolished the public utili- 
ties commission and created a board, appointed by the mayor, 
along lines closely resembling the Detroit plan, already presented. 
The water board was to be a semi-independent subsidiary of the 
city government, audited by the city auditor, its money deposited 
daily with the city treasurer, its legal opinions rendered by the 
city attorney, and its members appointed by the mayor. That 
this plan of organization is satisfactory to the public is shown by 
defeat at the polls of amendments, in 1922, and again in 1933, 
which would have abolished the water board and placed the water 
utility, as a department of the city government, directly under the 
mayor. 

In 1918 the mayor of the city, advocating passage of the 
water-board amendment, told the public that the plan named a 
commission of five members to have exclusive control of the 
maintenance and operation of the plant, and authorized them to 
place a manager in the active management of the plant when 
acquired. Thus the mayor recommended creation of a separate 
water board, distinct from the city council and mayor, to serve at 
the trusteeship level, said board to be empowered to create an 
executive position under it of the responsible, salaried type al- 
ready discussed. In 1919, after expiration of his term of office, this 
mayor was appointed to be first manager of the water utility. 

In 1923, taking advantage of an opportunity to name three new 
members, majority of the board thus shifting, the incoming mayor 
was able to substitute for the first manager, a salaried secretary, 
described by the press as a “‘well-known”’ politician. In 1924 a 
water-board member resigned his place and was immediately 
elected salaried manager. In 1926 the mayor again created a new 
board majority, of three new members. Three months later this 
new majority resigned in a body, the press reporting inability to 
agree with the mayor on the proper policy concerning the new 
transmountain water supply. During the following three months 
the water board was unable to function for lack of a legal quorum. 

At the end of this period the mayor again provided the water 
board with a new majority of three new members. The first action 
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of this new board was to discharge the chief engineer, who had 
served since 1918. In 1929 the water board accepted the new 
water supply plans and contracts, prepared for it by the mayor. 
The press stated the mayor would not reappoint two of the board 
members because they had opposed his policy in respect to this 
new water supply. The press also stated that the mayor was 
handling the details of doling out employment on the new con- 
struction work. In 1930 another board member resigned and was 
immediately appointed by the board as its salaried manager. This 
new manager was quoted by the press as saying: ““The city now, 
however, has the strongest water board in years. With politics 
absolutely eliminated, and I believe they are now, the water plant 
can be operated as efficiently as any private business.’’ 

In 1932 the new mayor used city funds to obtain confidential 
engineering and office practice reports, covering various aspects 
of the water board’s work. In 1933 this mayor appointed two new 
members, achieving a new majority, which proceeded with the 
water-supply construction plans of his predecessor. 

In contrast with this close interrelation between the mayor and 
successive water boards is the growing separation of the Denver 
city council and the water board. The city council has been grad- 
ually receding from its former position as an active participant at 
the trusteeship level in water-utility matters. The city council 
more and more treats the water board as the agency of the city 
responsible for trusteeship over the water utility. Where dual re- 
sponsibility exists, as in initiating bond elections, the procedure of 
the city council is to act as little more than a routine expediter, 
leaving the responsibility for initiating and defending the pro- 
posed bond issue squarely on the water board. 

One reason, aside from his power of appointment, for the 
relatively great success of the mayor in controlling the water 
board, thus making himself both the primary trustee of the public 
interest and also, to whatever extent he desires, the major water- 
utility executive, is to be found in the great variation possible 
between the strict and broad construction of the legal foundation 

9 Newspaper reporter quoting Mr. C. C. Schrepferman, “‘Schrepferman Becomes 
Head of Water Firm,” Rocky Mountain News, LXXI, No. 232 (August 20, 1930), 1 
(home ed.). 
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of the water board. It is reasonable to assume that such great 
variation is present in most water-utility enabling acts. In Den- 
ver this spread between the two extremes in interpreting the pro- 
visions of the charter concerning organization and powers of the 
water board is well brought out in two opinions made public by 
the city attorney less than two years apart, from which the follow- 
ing quotations come: 


[Strict construction.] It is inconceivable that the vesting in the Board of 
Water Commissioners of charge and control of a water works system could, 
by any possibility, be construed as giving them the general power to acquire 
property in the name of the City and County of Denver according to their 
judgment, discretion and action. .... 

The theory of the Charter, however, is that excess water rates pay off.... 
the bond issues as promptly as possible . . . . rather than that with an excess 
of available funds derived in any one year from water rentals, contracts... . 
should be made by the Board (for major construction). ... . 10 


[Broad construction.] In my opinion, these charter amendments . . . . have 
resulted in vesting in your board all powers of the city with respect of the 
management, control, extension, and improvement of the water system. 
....In performance of these charter duties, the board has all the powers 
which might be exercised by a private corporation, except as expressly or 
by clear implication limited, [for] the municipality . . . . is exercising busi- 
ness or proprietary functions as distinct from those governmental in char- 
acter.™ 

There is no doubt that the combination of trusteeship-level 
powers and executive powers in the person of a forceful mayor does 
get things done. Without this combination Denver, for example, 
would probably not yet have made much progress toward its 
additional water supply, now nearing completion. Among the dif- 
ficulties of the combination, from the standpoint of the water 
utility, are the following: 

1. Change in the person of the mayor, resulting from elections, 
causes breaks, about-facing, and even undoing of the work of 
predecessors. Control of the water utility by the mayor causes 
such effects to be felt both in higher policy and in such operation 


1 R. C. Hecox, Brief on Extent of the Powers of the Board of Water Commissioners 
(Denver: City Attorney, November, 1932), pp. 29, 45. 

1H. McAllister, Opinion Respecting the Validity (if Executed) of a Proposed 
Agreement (Denver: City Attorney, November, 1934), pp. 7, 8. 
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matters as forced turnover to make room for the supporters of the 
new mayor. 

2. To make his power over the water utility effective, the 
mayor must control or disregard other agencies within the city 
government that have, jointly with him, some trusteeship powers 
and duties. This sidetracking of the management committee or 
committees, converting them into followers instead of leaders, 
does not square with the popular American concept of plural 
organization of the trusteeship level of management of public 
business. 

3. Cities operating their water utility as part of the general city 
government, under the city-council—mayor plan of top organiza- 
tion, tend to scatter the water utility among the older depart- 
ments of the city government, in “built-in’’ style. This introduces 
many operating complications for the water utility; causes public 
annoyance and criticism because of divided responsibility and 
lack of co-ordination below the level of the mayor; and fails to 
give weight to the basic legal and psychological differences be- 
tween the water utility, a proprietary undertaking, and the 
regular city activities or governmental undertakings. For ex- 
ample, in such cities the water utility’s income is often not segre- 
gated or budgeted for meeting the water utility’s expenses. 

4. Mayors, because of their political interest in controlling 
policy and personnel throughout the city government, are 
notoriously poor delegators of authority and responsibility to 
subordinates. The system of mayor-trusteeship and mayor-man- 
agement thus produces a flood of problems beyond the capacity 
and time of the mayor, all pressing for attention. 


SUMMARY 


Public businesses must necessarily be managed by trustees. 
The trustees, in theory at least, cannot delegate to anyone their 
management responsibilities, not even to one of their own mem- 
bers. Under the usual plan of divided organization, trusteeship 
responsibility for the water utility is shared by the city council, 
the mayor, and perhaps a civil service commission and the finance 
and accounting officers of the city. Typical solutions are to per- 
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mit the mayor to concentrate both trusteeship and executive 
control of the water utility; to create a salaried city manager, 
responsible to the city council; to create a water board, usually 
responsible to the mayor; or to create an independent water- 
utility district board. 

The city-council—mayor plan of trusteeship brings, through the 
person of the mayor, a composite responsibility for trusteeship 
and for executive control into the top group of elected officials. 
The city-council—city-manager plan separates these two levels of 
management activity. 

The water-board plan of organization of trusteeship also sepa- 
rates the two levels of management activity, trusteeship and 
executive co-ordination. It does not contribute to reducing the 
internal conflicts between different groups and individuals except 
in so far as, over a period of time, major responsibility for trustee- 
ship activities tends to drift toward the water board. 

Establishment of a utility district board also permits a clean- 
cut separation of trusteeship, exercised by the board, and execu- 
tive co-ordination, delegated by the board to salaried executives. 
This plan clarifies the question of who is responsible for the 
trusteeship activities, since the board is an independent unit of 
government. 

The city-council-mayor plan of organization may be highly 
effective from time to time, depending on the particular mayor 
and the particular circumstances. Its greatest defect is its tend- 
ency to scatter the water utility throughout the rest of the city 
government in “built-in” fashion. To be successful, it may run 
counter to popular public belief in the management committee as 
the trusteeship device. 

Members of management committees, such as water boards or 
utility district boards, are not able to assume responsibility for 
executive co-ordination because of their own short service and 
because of difficulty in acting except as a group assembled in a 
meeting. 


[To be continued] 
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BOOK REVIEWS 


Our Silver Debacle. By R. B. WESTERFIELD. New York: Ronald Press, 

1936. Pp. vii+214. $2.50. 

The certainty that monetary questions, always a “most puzzling 
mystery to the great body of our people,” would play a prominent 
role during 1936, both in Congress and in the impending presidential 
election, plus the urgent need for a college textbook or reference book 
on the subject, has induced Professor Westerfield to write this volume. 

The author’s position on the silver question is unmistakably clear. 
He states: 

The appeal, ‘‘do something for silver,’’ has gone down the ages. The oc- 
casion is ever the same, namely, the industry is threatened or prostrate. The 
appeal is ever the same: it is a cry for help to a special group of citizens at 
the expense of the whole people; it is a cry directed to the political authorities 
demanding government intervention against the social and economic trend 
of the day ... . [pp. 3 and 4]. 


The book is devoted in the main to twentieth-century developments 
in the United States in respect to silver. This period was found to di- 
vide itself conveniently into “two fairly distinct episodes”: (1) “a res- 
urrection of the silver problem by the World War” and (2) “‘a second 
resurrection by the World Depression” (p. 10). The second episode is 
accorded the major portion of the attention, including the consideration 
of topics of which the following are representative: “The Depression 
and Silver,” ‘““Whooping for Silver in Congress,” ““The Dies Bill and 
the Silver Purchase Act,” “Effect of American Policy on Mexico,” 
“India Reverses Her Traditions,” and “Did the United States Help 
China and Promote Recovery?” 

The New Deal is charged with a flagrant contradiction in policy, 
for, while it regards economic planning as an inevitable substitute for 
laissez faire in the directing of economic activity, it nevertheless adopts 
a silver program which is a “.... blighting indictment of national 
planning in the United States, for it purposely stimulates production 
and reduces consumption of a product already notoriously super- 
abundant . . . . and for no earthly reason but politics” (p. 163). 

While admitting that the silver problem, occasioned by the vast 
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purchases on the part of our government, cannot be solved on an 
economic basis, Professor Westerfield nevertheless does believe that 
his suggested nine-point compromise program, a compromise between 
economics and politics, “.... will at least save the situation from 
becoming utterly intolerable within a short time” (p. 199). Among 
other things the plan calls for the immediate cessation of all silver pur- 
chases, both domestic and foreign, and for a direct subsidy to the 
domestic producer of silver, as a substitute for the present aid being 
received, “whenever the price falls below 65 cents a fine ounce” 
(p. 199). 

Readers should find this book not only instructive but also intensely 


interesting. PLE 
. J. ELLERMAN 


New York University 


Introduction to Corporate Finance. By Joun C. BAKER and DEANE W. 
Matott. New York: McGraw-Hill Book Co., 1936. Pp. xxii+ 382. 
$3.00. 

This is another case book after the Harvard fashion. The cases or 
problems are presented under the topics “The Corporation, Financial 
Instruments and the Capital Structure,” “Procuring Funds for a 
Corporation,” ‘““Management of Working Capital,” “Management of 
a Corporation’s Capitalization,” “Valuation and Combination,” “‘Re- 
capitalization and Reorganization,” and “Financial Institutions.” 

Introductory notes preface each topic group of cases. These notes 
are designed to indicate the significance and scope of each major case 
group. A list of selected reading references appears at the close of each 
section and of the book. This list seems to contain materials readily 
available to students in all institutions who are likely to use the case 
book. Obviously the references are designed to furnish the student 
with information and technique useful in dealing with the cases. 

There are five appendixes. One briefly outlines the ratio method of 
analyzing comparative balance sheets and statements of income and 
expense. The other four are briefly descriptive of the Securities and 
Exchange Commission, the R.F.C., the Farm Credit Administration, 
and the Federal Reserve System. 

The rationale of the topic outline baffles this reviewer. The second, 
third, fourth, and fifth topics all seem to be dealing with financing 
policies, and this makes rather unnecessary the final topic. The cases, 
as is probably inevitable, have vacuums so far as completeness of data 
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is concerned. The first appendix should be expanded and made chapter 
i. The last two appendixes seem hardly worth including. Certainly an 
approximately three-page description of the new Federal Reserve 
will more likely confuse than enlighten a student who is presumed 
to need the information. Appendix space might better be used to pre- 
sent data dealing with companies, industries, general business fluctua- 
tions, securities’ price trends, etc. 

Taken as a whole, however, the cases seem to have been carefully 
selected. Nearly all fields of private enterprise are considered. The 
introductory notes and reference lists are a distinct improvement over 
most of the other case and problem texts. Whether it is suitable for an 
introductory course in corporation finance depends upon one’s ideas 
of what such a course should be. There are many “advanced” (?) 
courses for which these cases would hardly classify as “duck soup.” 

S. P. MEEcH 
University of Chicago 


The Economics of Consumption. By CHARLES S. WyAND. New York: 

Macmillan Co., 1937. Pp. ix+365. $3.50. 

The Economics of Consumption presents an inquiry into the “nature 
and relative importance of the forces underlying and governing con- 
sumption.” It stresses the importance of information concerning the 
consumer and his consumption activities as a means of securing not 
only efficient consumption but also profitable production. Because of 
the delimitation of profits resulting from decreased productivity due 
to the industrial revolution, producers, according to Mr. Wyand, are 
being forced to consider the welfare of consumers. Perhaps this thesis 
can be defended if the “‘welfare of the consumer’”’ is broadly interpreted 
to include lowering prices in the face of business recession, or other 
manipulation designed to stimulate or maintain sustained business 
activity which ultimately results in the welfare of the consumer. How- 
ever, as Mr. Wyand himself points out, the business man is interested 
primarily in profits and only secondarily in the consumer and there is 
little concrete evidence to show that delimitation of profits has changed 
this basic aspect of our profit economy. 

The book defines a consumer as “any person whose productivity as 
measured by his current income is less than current expenditures for 
the satisfaction of his personal wants.” Such a definition is artificial 
and serves no useful purpose in analyzing and studying consumer ac- 
tivities and interests. Consumers cannot be segregated as a special 
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class on the basis of productive activities. Each individual is a con- 
sumer, and the fact that definite persons cannot be picked out and 
designated as a special class known as consumers in no way alters the 
fact that all people act as consumers in certain of their activities and 
interests. Hence, any attempt to segregate consumers as a class fails 
to take into account one of the basic characteristics of consumption 
activities. 

The major portion of the book is concerned with a discussion of con- 
sumer choice, considered from the physiological, biological, psycho- 
logical, philosophical, anthropological, sociological, and economic view- 
points. As the author is apparently aware, from his remarks in the 
Preface, this “mounting on horseback and riding off in all directions” 
achieves a very diffuse result which gives the chapters on choice a lack 
of definite orientation and integration. The heavy documentation and 
ubiquitous quotations add to the general impression that the large 
mass of assembled facts needs further digestion and integration. 

The chapters on existing market setup and governmental agencies 
as determinants of choice, as well as the chapters on the economic 
significance of choice, are the best in the book. They lead one to wish 
that the inquiry had been more closely confined to the field of econom- 
ics. 

Throughout the book one is assailed by reiteration that the day of 
the consumer is at hand. This assertion is based on the idea that pro- 
ducers are now in a position where they are forced to concern them- 
selves with consumer welfare. The productive system has always sup- 
posedly been operated in the interests of consumers, yet there is ample 
evidence to prove that in many ways it has served consumers badly, as 
Mr. Wyand takes pains to point out. No immediate or drastic change 
in the system seems indicated by any data available at the present 
time, in spite of the lip service of certain New Deal agencies. There- 
fore, the statement that “the consumer and his problems can no longer 
be ignored” seems to represent a wish rather than a possibility with 


reasonable hope of fulfilment. 
Ursula BATCHELDER STONE 


The Economics of Money, Credit and Banking. By F. Cyrm JAmes. 
New York: Ronald Press, 1935. Pp. xvii+678. $4.00. 
This volume is one of six or eight appearing in recent years designed 
primarily as texts for the first course in money and banking. These 
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books all discuss the recent developments in our financial system which 
have resulted from changed economic conditions or banking and cur- 
rency legislation. In general, there is a striking similarity between 
these various works. There is little disagreement in the statement of 
monetary or banking principles. Their justification for separate exist- 
ence seems to rely mainly upon the style of the author, whether the 
subjects of money and banking should be treated separately or as inter- 
related, whether chapters on the history of banking in the United 
States should be included, whether attention should be given to types 
of financial institutions other than the commercial bank, and whether 
a few chapters dealing with the high points of foreign banking systems 
should be added. 

The volume under discussion is a very much enlarged re-writing of 
the book which appeared in 1930. There are a few brief chapters on 
money at the beginning, but the author then turns to a discussion of 
credit and the development and functions of the commercial banking 
system and from this point on the chapters on money and financial 
institutions are interwoven to show the interdependence of these sub- 
jects. This, it seems to us, is the logical method of presentation. 

Early experiments in banking in the United States and the National 
Banking Act are treated rather briefly but probably adequately for a 
text which deals primarily with principles. A considerable amount of 
attention is given to recent banking legislation but the manuscript was 
apparently completed before passage of the Act of 1935. 

The author devotes eight of the thirty-one chapters to a discussion 
of financial institutions other than the commercial bank. He presents 
a survey of the whole list of the various types and thus completes the 
picture for the student, but perhaps in an endeavor to keep the book 
to a certain size the treatment of some of them is not very comprehen- 
sive. 

The book is written in a pleasing style and aimed, apparently, at the 
senior college level. It is the opinion of the reviewer, however, that in 
those institutions in which the material is offered to Freshmen it will be 
found to be presented in a more simplified form by one or two of its 
competitors. At the end of each chapter there is a comprehensive bib- 
liography which should be of assistance to many teachers. The Index 


is somewhat abbreviated. 
J. WARREN STEHMAN 


University of Minnesota 
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Problems in Industrial Purchasing. By Howarp T. Lewis. New York: 

McGraw-Hill Book Co., 1935. Pp. 498. $5.00. 

In recent years the market has been flooded with books on industrial 
marketing as if an entirely new bonanza field for research had just been 
discovered. These authors labor under the impression that industrial 
marketing is so uniquely distinctive as to justify separate and exhaus- 
tive treatment of every phase of the subject. In line with this trend is 
the book under review. 

Problems in Industrial Purchasing presents a compilation of seventy- 
one cases in purchasing obtained from manufacturing, utility, and 
institutional organizations. The problems are presented in logical se- 
quence, dealing first with the nature of the purchasing function, then 
successively with purchasing procedure, quality and quantity control, 
selection of sources, price policies, speculative purchasing, and the 
measurement of performance. The style is fluent and lucid and the 
facts contained in the problems are legion. 

The book is not, however, without its defects. Some problems, like 
Problem 14, are pointless. Others represent nontypical situations, as 
exemplified by Problem 9, which deals with the purchase of advertising 
space and involves the purely technical question of whether authority 
to buy it should be vested in the advertising manager or the purchasing 
agent. Some of the problems contain an undue amount of extraneous 
matter which relates only most remotely to purchasing. A case in point 
is Problem 8, which covers twenty-five pages and deals largely with 
selling activities, and, despite the space devoted to the problem, im- 
portant data on the nature of products are veiled in secrecy. Again, 
while twenty of the seventy-one problems deal with the selection of 
sources, none of them involves the much-disputed and important ques- 
tion of whether to buy from industrial distributors. Perhaps this grows 
out of still another and more important defect, namely, that the prob- 
lems were chosen largely from big business enterprises where direct 
purchasing prevails. 

The weaknesses of the volume in no way reflect upon the scholarly 
approach and research ability of its author. Perhaps they are inherent 
in the problem method of handling the subject, for, when compared to 
Professor Lewis’ comprehensive volume on Industrial Purchasing pub- 
lished in 1934, the defects in the book under review become even more 
glaring. Nevertheless the book should prove of value as supplementary 
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material in giving the student of business a glimpse into some of the 
problems in purchasing faced by certain large concerns where functions 
are carefully differentiated. 

THEODORE N. BECKMAN 


Ohio State University 


Bankruptcy in United States History. By CHARLES WARREN. Cam- 
bridge: Harvard University Press, 1935. Pp. vit+-195. $2.00. 

The widespread reading of this latest product of the pen of the tire- 
less Mr. Warren would almost certainly accomplish a great deal toward 
dispelling the curse of current fears that the shades of night are rapidly 
falling upon the existing economic and political order in the United 
States. The study, based in large part upon minute search of the rec- 
ords of congressional debates, makes beautifully clear the repetitive 
character not only of economic and financial depressions but also the 
repetitive character of the reactions of both public and private men to 
these economic spasms. 

It is not too generally known that, prior to 1898, there were but 
some fifteen years in the history of the country, during which any 
national bankruptcy act was in force; and this in spite of the fact that 
nearly every session of Congress struggled valiantly with the problem. 
In the process of discussing the economic and political background of 
these facts Mr. Warren has neatly accomplished four major objectives: 
(1) He has shown clearly the relationship between periods of depression 
and the several movements for national bankruptcy legislation. (2) He 
has traced clearly for us the shift of emphasis from the viewpoint of 
the creditor to that of the debtor and a second shift to national interest 
in bankruptcy as a credit stabilizing device. (3) He has pointed out 
with precision the change in the character of objections to such legisla- 
tion upon constitutional grounds and upon grounds of policy. (4) The 
book contains accurate and concise accounts of the insolvency laws 
which have been in effect from time to time in the several states, and it 
discusses the effectiveness of these laws as well as their legality upon 
constitutional grounds. 

No student of the rise of our national institutions and no student of 
legal or economic history, whether lay or professional, can afford to 
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miss reading this attractive and authentic story of congressional legis- 
lation and attempts at bankruptcy legislation since the formation of 


the Union. 
Jay Fintey Curist 


University of Chicago 


A Study of Fluid Milk Prices. By Joun M. Cassets. Cambridge: 
Harvard University Press, 1937. Pp. 207 + Appendix and Bib- 
liography. $4.00. 

This book is the product of an intelligent and comprehensive effort 
to explain the determination of fluid milk prices and their various 
relationships by reference to the classical theory of economics. Its 
greatest value lies in showing how extensively general price theory must 
be amplified and modified in detail to explain, or to forecast, actual 
price adjustments in fluid milk markets as now organized. Theoretical 
analyses of prices, supply, and demand dominate the work, but these 
are checked against actual conditions and results as revealed by a large 
mass of statistical data. Numerous footnotes indicating specific sources 
of data, together with an Appendix of voluminous tabular data, con- 
firm the evidence of the text itself that the author has executed his task 
with unusual care. The discussions are generously illustrated by tables 
and charts, but the latter are somewhat lacking in clarity. 

Among the propositions developed from the theoretical viewpoint 
the following are of special interest and significance: 

1. Supply and demand are equated through the medium of price at three 
stages in the marketing process—at the point of sale by farmers in the 
country, at the point of purchase by dealers at their city plants, and at 
the point of sale by dealers to consumers. Offering prices by dealers at 
the city plants or at the farm are derived from the prices established in 
the consumers’ market by deduction of charges for the various services 
supplied by dealers, transportation agencies, and the like. 

2. The dealers’ demand for fluid milk so derived necessarily is even less 
elastic than the original consumers’ demand. 

3. Responses on the supply side of the price equation are of three kinds, 
namely, production responses, marketing responses, and disposal re- 
sponses. Marketing responses are defined as additions to or withdrawals 
from storage stocks, a matter of little consequence as regards a highly 
perishable product like fluid milk. By disposal responses is meant the 
choices exercised by producers in directing their milk to different markets 
or to different uses. Here, it would seem that altogether too little atten- 
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tion is given to the importance of disposal responses by dealers and other 
dairy plant operators, which under the conditions that prevail in some of 
the large fluid milk sheds is of far greater significance than the choices of 
market outlets by producers. Very often the latter are quite limited. 

4. The fact that dealers’ demand for milk for other uses is much more elastic 
than their demand for milk to be sold for consumption in fluid form pro- 
vides a large opportunity for enhancement of price returns to farmers 
through the practice of discriminative pricing (i.e., use of class prices) on 
the part of collective bargaining organizations. 


In chapters vi-—xvi inclusive is presented a large amount of concisely 
summarized information of a factual nature pertinent to the business 
of marketing milk. Most of the data have been taken from published 
reports or other convenient sources, but the author has performed an 
important service in bringing these facts together and summarizing 
them, together with interpretations, which for the most part are ac- 
curate and helpful. 

Outstanding among the factual data and discussions are those per- 
taining to (1) price plans used by producers’ co-operative associations 
in selling milk to dealers; (2) differences in rates of milk consumption 
and the various factors related thereto; (3) geographical differences in 
the utilization of milk and in the production-consumption balance for 
fluid milk and manufactured dairy products in the “dairy and indus- 
trial area of the United States,” particularly New England; (4) sources 
of supplies of milk, cream, and other dairy products for the principal 
markets in this “dairy and industrial area”’; (5) the history of transpor- 
tation services and rates for milk and cream in New England; (6) the 
competition between the New York and Boston markets for milk sup- 
plies originating in the marginal territory where their milk sheds join 
or overlap; (7) price premiums received by members of the dominant 
co-operative associations in ten important markets, over the competi- 
tive value of milk for use in manufacture. 

The two chapters dealing respectively with “Dealers’ Margins and 
the Chain Store Differentials” and “A Statistical Analysis of Produc- 
tion Responses” are decidedly weak. A major criticism of the produc- 
tion analysis is the author’s complete failure to recognize that cycles in 
purchasing power and numbers of cattle probably have a profound, al- 
though as yet indefinitely measured, effect upon the supply of milk. 
The analysis of retail demand for milk also may be criticized for omis- 
sion of any reference to the only continuous series of data accurately 
reflecting changes in the consumption of milk and cream over a long 
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period, namely, the monthly records of receipts of milk and cream at 
the New York market since 1885. 

The combined theoretical and statistical analysis reaches a climax 
in the two chapters dealing with the measurement and interpretation of 
price premiums obtained by the producers’ co-operative organizations 
over and above the competitive value of milk for use in the manufac- 
ture of butter. Comparisons between the average price returns (F.O.B. 
the market) to members of the principal co-operative associations of 
producers in the ten leading milk sheds reveals the following premiums 
over the calculated butter value of milk during the five-year period 


1925-29. 


Per Cwt. Per Cwt. 
Ee es $1.31 See . $0.56 
eee 95 Ee are 56 
IN 5. ciate ex wiwinrs .84 ree 51 
EE os curd ack Sie a 61 EERIE. Piper er er 45 
NG HidieernnkcGamens a 0.57 CN org aid Von 5:8 0.36 


The author asserts that extra costs of producing milk in accordance 
with the requirements of health authorities may account for premiums 
of from 20 to 30 cents per hundredweight over the value of milk for 
manufactured uses. The major part of the premiums, particularly with 
respect to the markets at the top of the list, is ascribed to ‘“‘the success 
of the fluid milk marketing organizations in obtaining more favorable 
prices through effective collective bargaining and . . . . to the policies 
of local protection adopted by state and municipal authorities.”’ In 
the concluding chapter it is further stated that “the ranking of the 
markets [as to price premiums] is entirely consistent with what is 
known from various independent sources about the relative bargaining 
strengths of the different organizations operating in them.” 

A better illustration of the limitations of general price theory as a 
basis for interpreting actual prices and price relationships with respect 
to milk would be difficult to find. Obviously Dr. Cassels has attributed 
entirely too much in the way of price premiums to the bargaining power 
of the co-operatives. 

In the first place, attention should be called to the fact that no price 
premium could have been obtained upon the milk sold by the producers 
in excess of the quantity utilized for consumption as fluid milk. This 
means that even higher premiums than those given in the foregoing 
were obtained upon the milk devoted to fluid use, particularly in such 
markets as New York and Minneapolis, where only approximately half 
the co-operative milk supplies were so utilized. Also, since the percent- 
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age of surplus milk in the Hartford market was very small while that 
in Minneapolis was very large, the difference in price premiums on the 
milk devoted to fluid use was much less than the difference in premiums 
based on total milk sold by the farmers. 

A significant fact ignored by the author is that the ranking of the ten 
markets in respect to price premiums is closely correlated with their 
geographical arrangement. The three cities with highest premiums are 
situated in the densely populated region along the Atlantic seaboard, 
where milk output is insufficient to supply the full requirements of the 
markets of the region for milk and cream, not to mention the require- 
ments for butter, cheese, and evaporated milk. In contrast to this, the 
cities with smallest premiums are situated in the midst of an intensive 
dairy region where output is much more than sufficient to fill the re- 
quirements of the regional markets for all dairy products. It happens, 
too, that the milk sheds of Hartford and Baltimore, whose price 
premiums are the highest, are most restricted by natural boundaries 
and by competition with other large markets near by. It is evident 
that the effects of both the natural limitations upon the supply of fluid 
milk available to the several markets and the different proportions 
utilized as fluid milk are reflected inadequately, if at all, in the theo- 
retical basis upon which the author has calculated the “competitive 
prices that would tend to have been established for milk of manu- 
facturing quality” in the several markets. 

The assumption that substantial premiums have been obtained over 
a period of years by sheer force of bargaining power on the part of the 
co-operatives presupposes that for some reason increased and excessive 
supplies of milk for the market were not forthcoming in response to the 
higher prices; but it may seriously be doubted whether such limitations 
of supply as the co-operatives are known to have exercised or induced 
could have offset the “pull” of the prices so greatly enhanced by 
arbitrary means. 

Finally, it may be suggested that the author’s assumption that the 
price premiums in fluid milk markets were raised permanently to a 
much higher level with the advent of producers’ organizations for col- 
lective bargaining is unwarranted. It is entirely possible that the 
higher premiums obtained during the approximate period 1917-30 are 
a phenomenon associated with the cattle cycle, which has a normal 
spread of thirteen to sixteen years from peak to peak. 


LELAND SPENCER 
New York State College of Agriculture 
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Principles of Marketing. By Henry F. Hortzctaw. New York: 

Thomas Y. Crowell, 1935. Pp. 678. $3.75. 

This book, which presents an orthodox treatment of marketing prin- 
ciples, is written in an interesting and simple style. The method used 
by the author is largely descriptive; the material is well organized. 
Generous and, in the main, judicial use of the efforts of many other 
students of marketing has been made. A set of questions and prob- 
lems, together with a selected annotated Bibliography, follows the 
chapters. The book contains a serviceable Index. 

The first three chapters discuss briefly the general characteristics of 
marketing functions and channels of distribution, goods and their 
methods of sale, and the consumer and his buying motives. Eight chap- 
ters are used to describe the organization and operation of what may 
be termed marketing institutions. Three of these chapters are devoted 
to retailing; wholesaling is disposed of in two well-written chapters; a 
survey of co-operation among farmers and among retailers and con- 
sumers is presented in two chapters. The two following chapters dis- 
cuss briefly the marketing of products, i.e., manufactured goods and 
raw materials. Eight chapters are apportioned to a discussion of mar- 
keting functions and market research. A discussion of commodity ex- 
changes, prices, unfair competition, and marketing costs occupies the 
last four chapters of the book. 

The author’s discussion of standardization and simplification and of 
market research is, in this reviewer’s opinion, more effective than some 
of the other chapters. Storage and refrigeration are relatively overem- 
phasized. The relation of government to marketing is not given the 
emphasis that its importance demands. A discussion of the marketing 
of services is conspicuous by its absence. The reader is likely to get the 
impression that the author does not stress fundamental relationships 
in marketing organization, policies, and practices to the extent that 
they should be stressed in a book to be used as a text by undergraduate 


students. 
J. F. Pyte 


Marquette University 





